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© LI —, Experience the Money Museum virtually, including 
Money of Empire: Elizabeth to Elizabeth, the 
immersive World War | exhibit, Money of the 
Civil War, the Harry W. Bass, Jr. Collection 

of U.S. gold coins, and much more at 





Become a member of the American Numismatic Association 
for as little as $30. Call 800-367-9723 or visit money.org/join 
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A VIRTUAL EVENT 


2021 GALA SUPPORT FROM THESE GENEROUS DONORS 
IS DEEPLY APPRECIATED 
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The Nasdag Bunker-Ramo data 
center, 1971. Nasdaq celebrated its 
50th anniversary on February 8, 2021. 
See article, page 6. 
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THE TICKER’ MUSEUM NEWS 


Museum Honors Roger Ferguson, Jr. and 
Brian Moynihan at its First Ever Virtual Gala 


2021 HAS ALREADY BEEN a very busy year 
for the Museum of American Finance. 
On February 8, we helped launch a fully 
digital, dynamic exhibit for the 50th anni- 
versary of Nasdaq. The exhibit, “Nasdaq 
50: Frontier of the Future” features many 
photographs and objects from our col- 
lection, and we will be rolling out stories 
from Nasdaq’s groundbreaking history 
throughout the year (see article, page 6). 


Message to Members 





Then, on February 22, we hosted our 
first ever virtual Gala. It was a star- 
studded event, featuring many financial 
leaders and attended by more than 400 
Museum supporters. I was proud to co- 
host this event with Museum Chair Peter 
Cohen. The program was co-emceed by 
CNBC On-Air Stocks Editor Bob Pisani 
and “WealthTrack” Executive Producer 
and Managing Editor Consuelo Mack. 

We honored Roger W. Ferguson, Jr. with 
the Whitehead Award for Distinguished 


Public Service and Financial Leadership for 
his exemplary leadership as president and 
CEO of TIAA and former vice chairman 
of the Board of Governors of the US Fed- 
eral Reserve System. As the only governor 
in Washington, DC on 9/11, Roger led the 
Fed’s initial response to the terrorist attacks, 
taking actions that kept the US financial 
system functioning while reassuring the 
global financial community that the US 
economy would not be para- 
lyzed. Roger was introduced 
by Jamie Dimon, chairman 
and CEO of JPMorgan Chase. 

We also honored Brian 
Moynihan as recipient of the 
Schwab Financial Innova- 
tion Award, which recognizes individu- 
als who have transformed the financial 
services industry and demonstrated out- 
standing achievement in advancing entre- 
preneurship and free enterprise. As chair- 
man and CEO of Bank of America, Brian 
has innovated and transformed Bank of 
America despite a challenging banking 
environment. Under his stewardship, the 
bank’s focus on superior technology rep- 
resents an essential differentiating factor 
in propelling Bank of America ahead of 


the curve. Brian was introduced by Marc 
Benioff, chair, CEO and co-founder of 
Salesforce. 

Video tributes for Roger and Brian 
poured in from around the country, from 
such notable names as Carmine DiSibio 
(CEO, EY), Larry Fink (chairman and 
CEO, BlackRock), Ken Griffin (founder 
and CEO, Citadel), Doug Peterson (presi- 
dent and CEO, S&P Global) and Charlie 
Scharf (CEO, Wells Fargo). 

There was also a special presentation 
to NYU Stern School of Business Profes- 
sor Emeritus Richard Sylla, recognizing his 
retirement as our chairman and his 30 years 
of distinguished service to the Museum. Dick 
was introduced by renowned author and 
historian Niall Ferguson, who is the Milbank 
Family Senior Fellow, Hoover Institution, 
Stanford University. 

The 2021 Gala generated more than 
$1.3 million to help support all aspects of 
the Museum’s mission to promote finan- 
cial education by preserving, exhibiting 
and teaching about American finance and 
financial history. We are deeply apprecia- 
tive of all who supported this virtual event, 
and we hope to see everyone in person 
next year. $ 
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Clockwise from top left: Emcees Bob Pisani and 
Consuelo Mack, Niall Ferguson, Jamie Dimon, 
Brian Moynihan and Roger Ferguson, Jr. 





Four Students Awarded Scholarships 


Upon Completion of Fall 2020 MFA 


THE FALL SEMESTER of the virtual 
Museum Finance Academy (MFA) was a 
success, with 52 high school juniors and 
seniors completing the certificate program 
and four students being awarded partial 
college scholarships. The sessions were 
offered live via Zoom from November 
4-19, with students attending from the 


tri-state area, as well as Washington, DC. 

The MFA is a free five session personal 
finance certificate course for 11th and 12th 
graders with the goal of teaching stu- 
dents to aspire to financial independence 
through developing an appreciation for 
savings, establishing financial goals and 
learning to avoid scams. 





MUSEUM NEWS 


The four scholarship winners—Dora 
Chan, Mark Gervis, Sosona Nasimova 
and Aditya Sriram—were featured in a 
video created by the Museum’s pro bono 
PR agency, Vested, for the opening of the 
2021 Gala. The Museum is thankful to Con 
Edison for its continued support of this 


program. §$ 





The Museum is proud to announce that (left to right) Dora Chan, Mark Gervis, Sosona Nasimova 
and Aditya Sriram have received the MFA merit scholarships for the Fall 2020 semester. 


In Memoriam 


The editorial board of Financial 
History magazine mourns the loss 
of long-time editorial board mem- 
ber Bob Shabazian, who passed 
away on November 23, 2020, at the 
age of 94. Bob was an active and 
engaged member of the editorial 
board for nearly 20 years and the 
creator of the “Trivia Quiz,” which 
he wrote for more than a decade. 
Bob’s career in journalism began in 
1951 at the Hudson Dispatch, where he was a reporter and edi- 
tor until it ceased publication in 1972. He then worked at the 
Associated Press and later joined the public relations staff at the 
American Stock Exchange. A long-time member of the New 
York Financial Writers association, he also held memberships 
in the Society of American Business and Editorial Writers and 
the National Press Club. 








The staff and board of the Museum 
mourn the passing of Yi Sheng, 
who died suddenly on February 
19, 2021, at the age of 61. Yi was an 
active member of the International 
Federation of Finance Museums 
(IFFM), along with MoAF Presi- 
dent David Cowen, MoAF Co-Vice 
Chair Andrea de Cholnoky and 
former MoAF Chairman Richard 
Sylla. He was the main liaison in 
the United States for the Chinese Museum of Finance and a 
core member of the IFFM community. A vocal advocate for 
global financial literacy and the key role that finance museums 
play within their communities, Yi is remembered for his sense 
of humor, charm and passion. He is mourned by IFFM friends 
including Kristen Burnell, Raymond Frenken, Philip List, 
Annamaria Lusardi, Giovanna Paladino, Ken Ross, Silvia Singer 
and Wang Wei. 
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THE TICKER’ MUSEUM NEWS 


Museum Partners with Heritage Werks on 
Digital Exhibit for Nasdaq's soth Anniversary 


IN COMMEMORATION of Nasdaq’s 5oth 
anniversary on February 8, 2021, the 
Museum of American Finance, in part- 
nership with Heritage Werks and Nasdaq, 
launched a digital exhibit showcasing arti- 
facts and stories representing the history 
of the company, the evolution of finan- 
cial technology, data and trading systems, 
and landmark events that highlight Nas- 
daq’s impact on the global capital markets 
ecosystem. 

This exhibit, titled “Nasdaq 50: Frontier 
of the Future,” represents the Museum’s 
first full-scale, all-digital partnership. 
The exhibit can be found at nasdaqs5o 
.com or on the Museum’s website at www 
-moaf.org/exhibits. In addition, historical 
moments from Nasdaq's history will be 
rolled out via the Museum’s social media 
channels over the course of 2021. 





AM 
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“In the 50 years since Nasdaq’s found- 
ing, the world and capital markets have 
evolved dramatically,” said Nasdaq Presi- 
dent and CEO Adena Friedman. “What 
started as the world’s first electronic equi- 
ties quotation system has transformed 
into a global technology company that 
serves not only the capital markets but 
markets everywhere. The success of our 
future relies heavily on our commitment 
to embracing inclusive growth, empower- 
ing the next generation of entrepreneurs 
and driving innovation that moves the 
global economy forward.” 

Nasdaq was founded in 1971 as the 
world’s first fully electronic quotation sys- 
tem. Over the next 50 years, the company 
built and acquired businesses spanning 
listings, market services, indexes, data 
and analytics and market technology, all 
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of which have played a central role in 
advancing the financial industry world- 
wide. Today, Nasdaq is a global technol- 
ogy company that operates among the 
largest financial markets in the world, 
and its technology powers more than 130 
marketplaces. It is also the home to inno- 
vation, with the five largest US companies 
listed on Nasdaq. 

“By inventing the first fully electronic 
market, Nasdaq is not only a true inno- 
vator in the field of finance, but also in 
the history of science and technology,” 
said MoAF President and CEO David 
Cowen. “For the company’s 5oth anniver- 
sary exhibit, the Museum was proud to 
provide the historical research that cap- 
tures five decades of Nasdaq’s crucial role 
in leading the evolution of the financial 
markets.” $ 
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Clockwise from upper left: Nasdaq MarketSite, 2000; The Nasdaq Stock Market, Inc. 
specimen stock certificate, 2001; Nasdag terminal, 1971. 


WORDS of WISDOM 


Excerpts from the Remarks 
Delivered at the 2021 Virtual Museum Gala 


At the 2021 Museum of American Finance Gala on February 22, the Museum honored Roger W. Ferguson, Jr. with the 
Whitehead Award for Distinguished Public Service and Financial Leadership, Brian Moynihan with the Schwab Award 
for Financial Innovation and Richard Sylla with a Special Recognition of Service Award for his 30 years of service to the 
Museum, including a decade as its chairman. Excerpts from the remarks delivered that evening are published below. 


ROGER W. FERGUSON, JR. 
President and CEO, TIAA 





It's an honor to be recognized by an orga- 
nization charged with preserving such a 
significant part of American history, and 
also with promoting financial literacy, 
which is a passion of mine. Equally impor- 
tantly, it’s an honor to receive an award 
created to memorialize John Whitehead. 
As many of you know, John was a long- 
time leader in public service and in the 
world of finance, including as the found- 
ing chairman of the 9-11 Memorial and 
Museum and also as the co-chairman of 
the advisory board of this fine institution. 
John also served as the chairman of the 
Federal Reserve Bank of New York and 
the Harvard Board of Overseers. These 
are two organizations that have meant so 
much in my life, so I have that connection 
directly with John. 


Although I am a Washington, DC 
native, Pve spent so much of my career 
and so many of my days in New York. My 
work life has always revolved around the 
financial markets and the financial ser- 
vices industry, both in the private sector 
and in public service. I started my career 
right here in New York, advising financial 
firms as a lawyer at the Wall Street firm 
of Davis Polk & Wardwell. Although | 
quickly decided that law was really not the 
path for me, I still consider it the best job 
I ever had. That’s because it’s where I met 
my wife, Annette Nazareth, without whom 
I would not be speaking with you today. 

I’ve been very fortunate in my career, in 
ways I could never have imagined when 
I was just a nerdy little kid talking about 
interest rates with my father around the 
kitchen table. For one thing, I eventually 
got to get to my teenage dream job, which 
was serving as a Federal Reserve governor. 
I know you're probably thinking that’s a 
little unusual for a teenager to have that 
as an aspiration. Some kids could recite 
batting orders; I could recite the names of 
the FOMC members from 1968. It was a 
privilege to be a public servant at the Fed- 
eral Reserve, working with a ferociously 
dedicated team to protect the US mone- 
tary and financial systems. And never was 
that more true and more important than 
on 9-11, one of the nation’s darkest days. 

After the Fed and for the past 12 years, 
I had the great fortune to lead TIAA. We 
are a mission-driven company with deep 
New York City roots. Let me tell you just 
a bit of history about our company. TIAA 
was founded in 1918, and it was the vision 


of Andrew Carnegie. Carnegie wanted to 
help solve one of the big social challenges 
of his day, which was enabling teachers 
and higher ed employees to retire with 
financial dignity and security. Today, our 
company, TIAA, serves the entire not- 
for-profit sector, notably the healthcare 
industry that has been so challenged in 
these times, as well as higher ed, which 
has also gone through its own rapid and 
seismic evolution to adapt to current 
circumstances. 

[ve always come to work every day 
inspired by our clients—millions of peo- 
ple and thousands of institutions—who 
are making a difference in the world, and 
who have dedicated themselves to others. 
Our view, and let me quote one of our 
leaders here and one of my predecessors: 
“A corporation can only continue to be a 
profitable investment for its stockholders 
if it discharges its obligations to society.” 
That statement that I just quoted first 
appeared in a 1971 op-ed in The New 
York Times, written by my predecessor, 
the iconic TIAA CEO of his day, Wil- 
liam Greenough. So, I’m therefore really 
proud of the deep roots that we at TIAA 
have in stakeholder capitalism, because 
companies have an important part to play 
in making the world a more just and equi- 
table place. 

Certainly, throughout the challenges of 
the past year, businesses served as a force for 
positive change. Just think about what we've 
seen from businesses: accelerated vaccine 
research, quickly pivoting to get employees 
working remotely and making commit- 
ments to end racism. Private enterprise has 
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often led the way. I’m sure many of us here 
tonight agree that capitalism is without a 
doubt the best model to generate wealth 
and to lift people out of poverty. 

But I think many of us would also agree 
that capitalism is not perfect. Many people 
feel left out of a system that seems to pro- 
duce tremendous and unequal benefits for 
relatively few, and frankly far more mod- 
est benefits for everyone else. And, listen, 
we really need to fix that. 

Business leaders much embrace a new 
definition of capitalism that puts a greater 
emphasis on social responsibility and 
equity. The Business Roundtable took 
meaningful steps towards that goal when 
it redefined the purpose of the corporation 
to include a commitment to all stakehold- 
ers. [JPMorgan Chase Chairman & CEO] 
Jamie Dimon was in the lead in that Busi- 
ness Roundtable effort. 

That was a great start, but companies 
now need to move beyond aspiration. We 
need to set clear goals and take specific 
actions. Therefore, in December, I joined 
with chief executives of several dozen 
companies, including my co-honoree 
Brian Moynihan, to launch the Council 
on Inclusive Capitalism with the Vatican. 
The Council was created as a partner- 
ship to foment true systemic change, with 
each member organization making com- 
mitments to develop a more equitable, 
sustainable, just and, ultimately, trusted 
economic system. 

TIAA, for example, has made com- 
mitments ranging from the expansion of 
diversity and inclusion to tackling climate 
change through our investments and our 
business practices. But even with the mas- 
sive commitments already underway, all 
of us can and should do more. We have 
to learn a lasting lesson from the recent 
crises: a more inclusive, a more equitable, 
a more just capitalism is better for busi- 
ness; it’s better for Americans; it’s better 
for the world. So, I encourage leaders at 
every level to use your power, use your 
platform, use your resources to help your 
employees and your communities over- 
come the challenges that we face. And 
build a better world for all of us. We must 
ensure that capitalism is representative 
of—and responds to the needs of—real, 
everyday people across the country by cre- 
ating opportunities for wealth for a much 
broader cross-section of society, creating 
jobs that pay well and give people dignity, 
and keeping communities strong. 


I’m close to the end of my career in finan- 
cial services. ’m going to retire at the end of 
March. So I've started to reflect on the great 
good fortune that I've had in my career, 
including the opportunity to talk about and 
lead the push, making the changes I've just 
discussed with you. And, one of the great 
opportunities and one of the joys in my 
career is the opportunity to be recognized 
with this great Whitehead Award. 


BRIAN MOYNIHAN 


Chairman and CEO, Bank of America 





Thank you to the Museum of American 
Finance. Iam humbled to receive this award 


among so many distinguished past recipi- 
ents. To start off, I want to make it clear—I 
accept this award not for me, but for the 
210,000+ teammates at Bank of America, 
for my management team who lead them 
well, and for the Board of Directors who 
invest in us to help make us successful. 

I also want to send a special thanks 
tonight to my teammates who work in 
our financial centers. They have done an 
extraordinary job in helping clients with 
their day to day financial needs during this 
health and humanitarian crisis. The efforts 
of those teammates underscore over the 
past year the essential, empowering role 
that financial services plays in society 
every day. I also want to acknowledge and 
celebrate the Museum’s important work 
to build awareness around the critical role 
that finance and banking plays in society. 
So, tonight, ’'m honored to receive this 
award for financial innovation. 

I thought [d talk about what financial 
innovation means to me, and what it 
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means to our company. Financial innova- 
tion is essential for what we call respon- 
sible growth. That’s how we deliver for our 
teammates, our clients, our communities 
and our shareholders. It’s how we connect 
and create and support lifetime relation- 
ships for our clients and customers. It’s 
how we empower clients—letting them 
choose how to engage with us in a person- 
alized experience for themselves. 

Now we spent the past decade focusing 
very heavily to make all of this happen. 
Weve invested over $30 billion in the last 
decade on innovation. For our clients, 
this allows us to deliver a full range of 
capabilities across integrated high tech, 
high touch experiences. We want them to 
have it any way they want it. They can do 
things faster, they can do more things and 
they can do them more securely. It takes 
the friction out of transactions. At the end 
of the day, it also drives new consumer 
behavior. On our end, it may create efh- 
ciencies, which help us deliver further to 
our clients and shareholders. 

Digital lending is one of the examples. 
Innovation has changed digital lending 
in the last few years. From just a start a 
couple of years ago, we now have 80% of 
our direct consumer loans come through 
digital channels. The payments area is 
another area of innovation. Our Zelle 
product—which we in the industry drive 
P to P (person to person) payments and P 
to B (person to small business payments, 
in particular)—has 13 million active users. 
They sent out $140 billion last year in 
payments. That grew at 80%. Now that’s 
interesting, but what you might find more 
fascinating is that Zelle payments are cur- 
rently running about 40% of the amount 
of charges made on credit cards at Bank 
of America. That’s 35 million credit card 
customers, with behavior that’s been built 
up over the years. 

That shift doesn’t just happen on the 
consumer side to innovation; it happens 
on the commercial side. A chief finan- 
cial officer can use our CashPro mobile 
platform to manage accounts and make 
payments from her desktop machine, her 
laptop, her phone and even her watch in 
the same way I could for our personal 
accounts. 

One of the most important develop- 
ments of the past year has been the evo- 
lution and integration of artificial intel- 
ligence into our business. We have an 
artificial intelligence-based assistant 


named Erica. It can do all the basics for 
our clients and customers, like tell them 
their balance, get them their routing num- 
ber or pay a bill for them. But, impor- 
tantly, Erica is all proactive. It can reach 
out to help if it sees spending patterns that 
may make you feel like you're going to 
run out of money soon. Or if a merchant 
charges you twice for the same item. Or if 
a bill is running higher than normal. There 
are 17 million Erica users, up from zero 
three years ago. 

And we apply that same approach on 
our corporate side. Using artificial intel- 
ligence, we can do peer benchmarking and 
cashflow forecasting for our clients. This 
allows them to make predictive forecasts 
for cash flow needs they have over the next 
24 months based on dated society. 

Financial innovation we know is a 
means by which we [Bank of America] 
can help millions of Americans connect 
to the economy and provide them with 
the tools to help them achieve their finan- 
cial goals. That kind of financial plan- 
ning—embedded in our new product just 
launched in October, called Life Plan— 
gives the power to a client to select what's 
important to them, personalize their sav- 
ings and financial planning around it and 
get the results and insights both through 
high touch or high tech. In just two and 
a half months, we've seen 2.4 million 
Life Plans created by our clients. To help 
clients manage their budgets, we also 
added Balance Assist, a low-cost, digital- 
only overdraft to payday loan. A client 
can borrow up to $500 for a $5 flat fee. 
Our Safe Balance checking account allows 
people to eliminate overdrafts that they 
just can’t occur. 

These investments in technology have 
enabled us to be responsive to the rapidly 
changing needs of our clients. That’s also 
been key in this pandemic. As the health 
crisis hit, we saw a spike in digital adop- 
tion among our Baby Boomer and senior 
clients—cohorts that had not used our 
services this way before. They reached 
for a reliable way to do banking when 
they couldn’t go outside. And, as one cli- 
ent shared last spring, “Pm a 75-year-old 
senior in New York, currently sheltering 
in place at home. I received a few checks, 
and I needed to deposit them so I could 
pay my bills. I heard about a way to 
deposit using my iPhone, so I decided the 
time had come to learn how to do it.” And 
that’s how customer behavior changes. 


Erica also learned 60,000 new pandemic- 
related intents within days, changing its 
behavior based on what was going on in 
the environment. 

Now, financial innovation doesn’t just 
apply to the client experience. It also 
works for our internal platforms. These 
engines of our operations and engines of 
our capabilities are critical and benefit 
from sustained innovation. The infrastruc- 
ture we built gave us the ability to rapidly 
transition the majority of our global work- 
force—90%—to remote posture. 100,000 
people received computers, enabled those 
computers and got back to work in four 
weeks during the start of the crisis. 

Innovation remains embedded in how 
we work across enterprise. We deliver our 
programming with agile techniques, and 
that has new software delivered continu- 
ously at all times. In 2020, we launched 
5,000+ projects—more than 30 million 
development hours. Innovation is a part 
of who we are; it’s in our culture. We have 
the largest intellectual property portfolio 
in financial services: 2,800+ granted pat- 
ents, 400 patents granted alone just last 
year. 

There’s an innovation side that people 
often overlook when they think about new 
technology and applications. It’s called 
innovation of process. Making things 
simpler and easier is a way to get things 
done well. That helps us drive operational 
excellence, which helps us make addi- 
tional investments in our teammates, our 
capabilities and our communities we serve 
around the world. 

In 2020, we took some of that sav- 
ings and invested heavily in other areas. 
We invested in our employees, enhancing 
our benefits to support them through the 
health crisis, and moving to a $20 start- 
ing minimum salary. We invested in our 
clients’ capabilities with health and safety 
measures and new digital offerings. And, 
importantly, especially when the issues 
of racial justice emerged in America, we 
committed to $1 billion to help in that 
matter, including everything from jobs to 
PPE to help these communities fight off 
this healthcare crisis. 

Innovation, for me, is what we have to 
do. It’s what we have to do to have a great 
company and run the company well. In 
closing, I'd like to thank all my teammates 
at Bank of America who do all the work 
and take all these innovations and do a 
great job for our customers with them. Id 


like to thank again the Museum for this 
honor, and for the work the Museum does 
to support and celebrate our industry. 


DR. RICHARD SYLLA 
Former Chairman, 
Museum of American Finance 





Congratulations to our honorees. I extend 
personal thanks to Roger Ferguson for his 
careful shepherding of a great company, 
TIAA, for many years. As a young professor 
in the 1970s, I began to accumulate retire- 
ment funds in TIAA. The Dow was then less 
than 1,000 and now it’s over 30,000. As a 
result, ’m having a comfortable retirement. 
The power of compound interest is some- 
thing more people, especially young people, 
need to learn and appreciate. 

I also congratulate Brian Moynihan, 
whose shepherding of Bank of America I 
have followed over the past decade. He has 
shown me and others that true innova- 
tion sometimes consists of getting back to 
the basics of service to customers, clients, 
employees and communities. It’s the type 
of innovation too little appreciated. 

My 30-year afhliation with the Museum 
began in 1990, shortly after John Herzog 
founded the Museum. I had come to NYU 
to teach and write about financial history. 
John and I met and quickly discovered that 
we were birds of a feather in our desire to 
explain to a wide audience the historic role 
of finance in building our country. So John 
Herzog, my friend and benefactor of so 
many of us, I salute you for your foresight 
in founding the Museum. 

It was a great honor for me to succeed 
John as the chair of the Museum’s Board 
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of Trustees, and I would be remiss if I did 
not thank all members of the Board, past 
and present, for their dedication to the 
Museum’s mission of financial education 
and preservation. The mission continues; it 
must. We have to teach people that finance 
is a key technology for moving resources 
backward and forward in time, and that 
the ability to do that makes our lives better. 

I referred earlier to my TIAA retirement 
accounts, which grew over time as Roger 
and others oversaw them. That was using 
the financial system to transfer resources 
forward in time, specifically to me now in 
retirement. As I and my university saved 
for my retirement, I also had several home 
mortgage loans. That was using the finan- 
cial system to transfer resources backward 
in time, using my future income to make it 
possible for me and my family to purchase 
homes in 1970, 1994 and 2007. Because the 
financial system allows some individu- 
als, entrepreneurs, businesses and govern- 
ments to transfer resources backward in 
time, from the future to the present, oth- 
ers are able to transfer resources forward 
in time. My own experience with home 


mortgage loans and retirement savings 
indicates that sometimes we can do these 
things simultaneously. 

In my view, we also downplay the 
role of finance in building our country. 
Economic historians still argue that our 
country became the richest in the world 
because it had a transportation revolution 
and an industrial revolution, as well as 
vast western territories to be opened up 
for settlement approximately 200 years 
ago. In this rendering of our history, little 
is said that the West itself was added to 
the country by the use of credit, exempli- 
fied by the Louisiana Purchase in 1803— 
bought from France by issuing millions of 
dollars of US Treasury bonds. 

New York did the same thing when it 
built the Erie Canal. It used existing bond 
markets to borrow the money to dig the 
canal. And the railroads were built by issu- 
ing bonds and stocks on equity and bond 
markets that existed. Manufacturers bor- 
rowed from banks to introduce those mass 
production technologies, and they issued 
equity shares in the securities markets that 
were already well established. In short, 


financial development in our country pre- 
ceded and did much to make possible our 
territorial expansion, as well as our trans- 
portation and industrial revolutions. 

No one did more to begin America’s pre- 
cocious financial development than Alexan- 
der Hamilton, and that’s the key reason why 
I regard Hamilton as the most important of 
our Founding Fathers. Hamilton was a stu- 
dent of financial history, and he concluded 
that the ability to transfer resources back- 
ward and forward in time was an essential 
ingredient of both effective government 
and national security, and of a country’s 
economic growth and development. 

Hamilton foresaw a glorious future for 
the United States, and he did much to 
make that future by doing more than 
anyone else to establish and nurture our 
financial system. In the 1790s, as a result of 
Hamilton’s work, the US economy began 
to grow by leaps and bounds until in a 
little more than a century it was the largest 
economy in the world. Hence, ’!m proud 
and grateful to see Hamilton’s visage on 
the beautiful plaque that the Museum has 
awarded me tonight. $ 


MUSEUM 


OF AMERICAN 
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The Museum of American Finance seeks to improve understanding 
of the influence of financial institutions and capital markets on the 


US and global economies, and on individuals’ lives. 


Tax-deductible donations of all amounts are greatly appreciated and 
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Wild West Finance: Buffalo Bill Cody (Part 1) 


By Brian Grinder and Dan Cooper 


BUFFALO BILL Copy was a late 19th century 
superstar. Discovered by Ned Buntline in 
1869, William F. Cody, scout and buffalo 
hunter, first became the subject of countless 
dime novels.’ He then joined Buntline and 
John Burwell “Texas Jack” Omohundro in 
Scouts of the Prairie, a melodramatic stage 
play written by Buntline. According to Bun- 
tline biographer Julia Bricklin, “The show 
was outrageously popular along the east- 
ern seaboard and introduced the world to 
the showman Buffalo Bill...” “Scouts,” she 
continues, “was the template from which 
Cody developed his fantastically popular 
Wild West show.” After a 10-year stint on 
the stage, Cody achieved international fame 
and fortune as the purveyor of the famed 
Buffalo Bill’s Wild West.* 

The Wild West was an extravaganza fea- 
turing Native Americans, some of whom 
had participated in the Battle of the Little 
Bighorn and some who would suffer at the 
Wounded Knee massacre. Authentic cow- 
boys, known as rough riders, were also an 
important part of the show. Cody’s genius 
was to transport his version of the Ameri- 
can West directly to Eastern audiences. 
In an age where words in newspapers 
were the primary means of information 
transmission, Americans, who could never 
hope to visit the West, saw cowboys, Indi- 
ans, horses, cattle, elk, deer and bison with 
their own eyes for the nominal price of 
admission to the Wild West show. 

American West historian Richard 
White contends that Cody “...recreated 
himself as a walking icon, at once real and 
make-believe.” Although Cody viewed his 
Wild West as authentic, much of it was 
pure fantasy. Cody, writes White, turned 
the story of conquest on its head. “His 
spectacles presented an account of Indian 
ageression and white defense; of Indian 
killers and white victims; of, in effect, 
badly abused conquerors.” 

Cody was not averse to fabricating the 
details of his frontier life to enhance his 
show’s appeal. For instance, it is doubtful 
that Cody ever rode for the Pony Express, 


Auditorium Hotel 
Chicago March 10, 1902 


My Dear Hinkle, 


Iam here seeing some gentlemen who are talking of building the Cody & 
Salsbury Canal... This 1s going to be an expensive canal and the price of 
water will have to be liberal. Say from twelve to twenty dollars per acre. 
And they will sell for that. I expect to get five thousand men & children 
in to the Basin inside of two years. Iam on my way to Buffalo[, New 
York] with Mr. Wiley to meet with the directors of the Shoshone Irriga- 
tion Co. Rest assured I am not idle and am doing my level best to build 


up northern Wyo... 


the reenactment of which was a regu- 
lar feature of Wild West performances. 
He never had the close relationship with 
George Custer implied in the show, and 
in truth, Indians were usually the victims, 
not the perpetrators, of aggression. Yet 
night after night Buffalo Bill and his rough 
riders rode to the rescue of white settlers 
under Indian attack in his re-creation of 
the frontier. Cody's ambiguity, according 
to White, “gave the Wild West its power.” 
Part of the appeal of the show, according 
to Cody biographer Louis S. Warren, was 
that it allowed those attending to deter- 
mine what was authentic and what was 
fake. Although this approach to show- 
manship worked well for Cody, it would 
come back later to haunt him in his other 
business dealings. 

The wild success of the Wild West failed 
to satisfy Cody. In 1894, he learned of an 
opportunity to build an irrigation canal 
in the Big Horn Basin of Wyoming and 
jumped at the chance to invest. According 
to author Robert Bonner, Cody, “...was at 
the height of his powers as a man: not yet 
50 years old, known from coast to coast, 
this very successful showman yearned to 
become a great capitalist as well, to con- 
vert the liquid capital of the Wild West 
Show into a solid monument that would 
carry his name across time.” 


Very truly yours 
W.F. Cody’ 


The irrigation canal was the brain- 
child of Wyoming rancher and politician 
George T. Beck and Sheridan, Wyoming 
banker Horace Alger, who were both eager 
to bring Cody on board as the first major 
investor. While most potential investors 
remained skeptical, George Bleistein of 
Buffalo, New York became enamored with 
the Big Horn Basin after a hunting trip to 
the area with Cody in 1895. He and fellow 
Buffalo resident Bronson Rumsey, who 
was also on the hunting trip, agreed to 
invest in the canal scheme. They would 
later bring in Henry M. Gerrans, another 
Buffalo resident, as an investor. However, 
after their initial investments, the group 
from Buffalo became extremely reluctant 
to invest more capital in the project as the 
years went by. Cody, however, poured his 
own funds into the canal scheme and the 
town of Cody year after year. 

The original directors of the company 
included Cody (who also served as presi- 
dent), Bleistein, Rumsey, Wild West man- 
ager Nate Salsbury® and Beck, the man 
on the ground in Wyoming in charge of 
operations. According to Bonner, “Rum- 
sey and Bleistein set about trying to attract 
other investors but found themselves 
hampered by the ramshackle nature of 
the company’s plans. Rumsey pleaded 
with Beck in January 1896 to provide firm 
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estimates of cost so they would know how 
much stock they were going to issue, a key 
point with any potential investor. Without 
better organization from the top, however, 
they all remained confused and the pros- 
pects of the company remained too murky 
to attract capital.” 

In 1896, the company issued $50,000 in 
bonds, $30,000 of which was subscribed 
to by Phoebe Hearst, the wealthy widow 
of Beck’s old friend Senator George Hearst 
and mother of William Randolph Hearst. 
The unsold remainder of the issue failed to 
sell and was cancelled. 

Challenges to the project were manifold, 
not the least of which was the area’s remote- 
ness. There was no railroad access to the 
Basin when the project began. Red Lodge, 
Montana, a two-day journey on primitive 
roads, was the nearest place to obtain sup- 
plies.’ Although railroad service to Cody, 
Wyoming was finally established in 1901, 
the journey from any major metropolitan 
area continued to be long and wearisome. 

For the canal company to succeed, 
the sparsely populated region needed to 
attract settlers. This was no small task 
given the area’s inaccessibility. To that 
end, Cody and his investment partners 
founded a town along the banks of the 
Stinking Water River in 1896. The name 
of the river was problematic: Who would 
want to live next to the Stinking Water? 

Wyoming state engineer Elwood Mead, 
who worked closely with the canal com- 
pany, began referring to it as the Sho- 
shone River in 1892. Although the river’s 
name was not officially changed until 1901, 
the canal company began calling it the 
Shoshone River in all its advertisements 
and publications. The new name was also 
reflected in the name of the company: the 
Shoshone Land and Irrigation Company. 
Moreover, the fledgling town was initially 
named Shoshone, but when the US Post 
Office rejected the name, company ofh- 
cials eventually settled on Cody. 

Construction on the canal proceeded in 
fits and starts. Financial difficulties, labor 
and supply shortages and unexpected 
technical difficulties plagued progress. 
Water from the canal reached Cody in the 
spring of 1897, but the canal immediately 
sprung significant leaks in an area where 





Buffalo Bill the “Showman, circa 1909. 


the canal had been dug through sandstone 
interlaced with veins of gypsum. The gyp- 
sum was responsible for the leaks and had 
to be continually monitored and patched. 
The company’s completed canal was a 
disappointment, and its town was a mere 
wide spot in the road. 

In hindsight, Cody and company should 
have seen the obvious signs in 1897, cut 
their losses and terminated the project. 
But Cody stubbornly believed in the area, 
in the project and most of all in himself. 
He continued to promote the canal proj- 
ect well into the new century. In the next 
“Educators’ Perspective,” we will examine 
the fallout of Cody’s misplaced faith. $ 


Brian Grinder is a professor at Eastern 
Washington University and a member 
of Financial History's editorial board. 
Dr. Dan Cooper is the president of Active 
Learning Technologies. 
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McCracken Research Library, Buffalo Bill Center of the West 


Notes 

1. ‘This letter can be found in in Blackstone 
(1988), pages 23 and 25. 

2. Christensen (2002) cites an article in the 
Red Lodge Picket that illustrates the allure 
of dime novels in the 19th century: 


A RUNAWAY KID 

Johnny Southward, an 11-year-old, took 
the dime novel notion of starting out on 
his own hook. He borrowed a horse from 
his father for the occasion and rode to 
Billings preparatory to taking a freight 
train for the West. His father learning of 
his whereabouts went down to the train 
and captured the runaway, who was glad 
enough to come back home. (May 14, 
1892, page 3) 

This young boy who lived in the West 
was, according to Christensen, mov- 


¢ 


ing toward something “...that perhaps 
existed only in his, and millions of other 
Americans’ imagination.” Russell (1960) 
includes over seven pages of Buffalo Bill 
dime novels in his bibliography. 

3. Goetzmann and Goetzmann (2009) write, 
“On the night of December 16, 1872, the 
boisterous audience at Chicago’s popular 
playhouse the Amphitheater, witnessed a 
poorly acted melodrama that had been 
written in four hours, starring two men 
who had never before appeared on the 
stage. No one could have known that The 
Scouts of the Prairie was a performance 
that would change American entertain- 
ment forever—it was the first “Western.” A 
New York Daily Herald theater critic noted 
that “... “Buffalo Bill,’... occasionally called 
by the refined people of the Eastern cities 
‘Bison Bill, is a good looking fellow, tall 
and straight as an arrow, but ridiculous as 
an actor. Texas Jack...is not quite so good 
looking, not so tall, not so straight and not 
so ridiculous...Everything was so wonder- 
fully bad that it was almost good.” 


4. According to Warren (2006), “Cody per- 
suaded many that his entertainment was 
genuine in part by refusing to call it a 
show at all. Its official name was ‘Buffalo 
Bill’s Wild West,’ as if it were a real place.” 


5. Similarly, Blackstone writes, “But Wil- 
liam F. Cody was more concerned with 
his business ventures in the West than he 
was with his new-found fame. He believed 
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that developing the Great Plains would 
make America a great nation, and he saw 
many opportunities to earn his own for- 
tune while helping to achieve this goal.” 


6. Salsbury was the quintessential detail 
man, while Cody dealt with the big pic- 
ture. He dealt with massive logistic issues, 
as well as the finances of the show for 
many years. Salsbury’s feelings about his 
long partnership with Cody can be clearly 
seen in the proposed title of the not-for- 
publication history of his time with the 
Wild West show: “Sixteen Years in Hell 
with Buffalo Bill.” 


7. For most residents, the trip to Red Lodge 
for supplies was a once-a-year event. My 
(Brian’s) great grandmother, Anna Hol- 
man Grinder, who settled in the Basin in 
the early 1890s before Cody arrived there, 
told the Northern Wyoming Herald in 1921 
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SEEKING 


By JC de Swaan 


A RECURRING CONCERN for my first-year 
undergraduate students contemplating a 
career in finance is that they will turn 
into hypocrites: spend several years in 
college being exhorted to act in the ser- 
vice of humanity—perhaps studying great 
thinkers, absorbing humanistic values and 
devising solutions for a better society— 
and, as soon as they leave their idealized 
intellectual community, become cogs in 
a gigantic machine optimized to generate 
short-term profits. 

In a bid to counter that narrative of 
finance professionals perpetuating a self- 
serving industry, I set out to identify role 
models who could help define what con- 
stitutes virtuous behavior in a conflicted 
industry. I looked for finance profession- 
als we could learn from: self-interested, 
ambitious and successful individuals, each 
in their own way, who were able to bal- 
ance their own interest with the collective 
interest, despite the relentless pressure 
to conform to norms anchored on the 
narrow pursuit of self-interest. From the 
study of their behavior, a few patterns can 
be teased out: they serve their customers 
faithfully, with their customers’ interest in 
mind; they do so without extracting value 
from other stakeholders, and, ideally, 
by creating value for the rest of society; 
they treat their colleagues with dignity, 
help develop them and promote diversity 


IN FINANCE 


within their firms and the industry; and 
they utilize their financial skills and net- 
works to pursue social goals outside of 
their careers in finance. 

The vast majority of virtuous finance 
professionals who contribute to society 
are anonymous and unheralded. They 
comprise professionals at all levels of the 
organization who, for instance, diligently 
score credit to extend loans at the appro- 
priate price, guide customers toward the 
saving instruments that are best suited to 
their profile and circumstances, oversee 
the operational minutiae of replicating 
market indices with virtually no tracking 
error or identify the best product to insure 
a family’s assets. By engaging in core 
financial services which support real eco- 
nomic activities with their clients’ interest 
in mind, they help people achieve their 
goals and, in doing so, benefit society. 

My research has focused on individuals 
who merit our attention for having devi- 
ated from the path of least resistance, the 
one that would have maximized their own 
material wealth by simply going along 
with their peers. At times, they stand out 
less because of the bravura of their action 
—diligently penny-pinching expenses on 
behalf of customers or promoting diver- 
sity in the workplace may strike readers 
as pedestrian—than for the simple fact 
that so few people in the industry take 
that path. Being involved in the industry 
and familiar with the countless pressure 
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points that lead finance professionals to 
conform, I have found myself inspired by 
their example. 

Among these role models, there are 
those who exercise self-restraint—a decep- 
tively simple goal made complicated by the 
fact that it typically entails lower profits 
in the short-term, often going against the 
grain of corporate priorities and colleagues’ 
own financial goals. They leave money on 
the table, in an industry where doing so is 
often perceived by peers as a sign of either 
incompetence or confused logic. 

Jack Bogle, founder of pioneer indexing 
firm Vanguard and as close to a wise man 
as the industry will ever have, perhaps said 
it best by titling one of his most thought- 
ful books Enough. Among the scourges of 
modern times, he bemoaned the primacy 
of maximizing wealth, which increasingly 
trumps other considerations and places 
business objectives above professional 
values. 

In a reversal of industry practices, Andy 
Okun and his partner Stephen Mod- 
zelewski, co-founders of The Watermark 
Group, a hedge fund, set up terms that 
skew in favor of their clients, even when 
those terms are not particularly valued or 
even known by these clients. The Japanese 
“herbivores” are endeavoring to introduce 
a low-cost active asset management model 
to Japan and sway their peers toward lower 
fees. Highly successful endowment man- 
agers, such as David Swensen and Andy 
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Golden, have stuck with their beloved aca- 
demic institutions for decades, eschewing 
the call for greater pay elsewhere. 

Many of these individuals have taken 
their cues from those in past generations 
who went against the flow during their 
time. John Whitehead, co-senior partner 
of Goldman Sachs between 1976 and 1984, 
determined that Goldman Sachs wouldn't 
engage in hostile take-overs at the time 
they took-off, despite heavy demand from 
clients. Warren Hellman decided to retire 
from Hellman & Friedman, the private 
equity firm he co-founded, without “cash- 
ing out,” to motivate future partners by 
paying it forward. 

Others create new models that simply 
serve customers better, even if it means 
lower profits. Bogle revolutionized the 
asset management industry, slowly at 
first and then drastically, by introducing 
index funds and tirelessly advocating on 
behalf of shifting savings into passive asset 
management. 

Yet others create models to both serve 
their customers and explicitly create value 
for society. Frederic Samama, a manager 
at Amundi, a large French asset man- 
ager, became convinced that the forces 
of commercial finance deployed to serve 
his bank’s clients could be harnessed to 
address social and economic problems, 
in conjunction with the bank’s client 
mandate. In the late 2000s, he took it 
upon himself to convene financiers and 


academics to reflect on ways in which 
long-term capital holders could solve var- 
ious market failures, including climate 
change. 

In partnership with Patrick Bolton, an 
economist at Columbia Business School, 
and Mats Andersson, the then head of 
Swedish national pension fund AP4, 
Samama and his team became pioneers 
in embedding environmental, social and 
governance (ESG) factors in investments. 
They developed the first mainstream low 
carbon equity index, in partnership with 
MSCI, paving the way for a new market 
in low carbon or “decarbonized” ETFs 
and funds. 

Some migrate beyond the industry to 
apply their finance skills and networks 
toward the collective interest. There is a 
long tradition of Wall Street profession- 
als serving in government going back 
to Robert Lovett, a partner at Brown 
Brothers Harriman, who distinguished 
himself as a public servant under Franklin 
Delano Roosevelt. One of the first female 
partners on Wall Street, Michaela Walsh, 
utilized her finance experience to cre- 
ate Women’s World Banking, a pioneer 
institution providing women access to 
credit. Most encouragingly, young profes- 
sionals can make a considerable differ- 
ence at an early stage in their career: Erin 
Godard, who, at the age of 28 and with 
only five years of professional accounting 
experience at Ernst & Young in Toronto, 
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created an accounting training institute 
in Rwanda which can generate outsized 
social returns. 

Finally, there are those who are willing 
to agitate, mostly on behalf of others, often 
at a personal cost. For these professionals, 
self-interest and collective interest meld. 
Nicholas Benes, a long-time US expatri- 
ate in Japan trained in finance and law, 
has selflessly advocated for better corpo- 
rate governance and has become a criti- 
cal, albeit unheralded, behind-the-scenes 
architect of the seminal reforms initiated 
by the Shinzo Abe administration in 2014. 

David Webb, a former investment 
banker turned investor and corporate 
governance activist in Hong Kong, has 
also had disproportionate impact by the 
sheer power of his dogged campaigns 
targeting cronyism, breaches of minority 
shareholder rights and threats to Hong 
Kong’s democratic process, underpinning 
his cases with detailed, rigorous analysis 
made freely available to the public. Nata- 
sha Lamb, co-founder of Arjuna Capital, 
has led a relentless shareholder campaign 
in the United States pressuring large listed 
companies to publish their gender pay 
gaps and abide by contemporary norms 
of diversity, showing remarkable traction. 

The simplest lesson may be learned from 
the architect of the US financial system, 
Alexander Hamilton. Of the many virtues 
that Hamilton exhibited as a public servant, 
his ability to resist enriching himself is 
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particularly striking in light of his role as the 
effective founder of the modern US financial 
system and his recurring struggle through- 
out his life to provide for his family. He is 
a counter-intuitive role model, not having 
been trained as a financial professional. 

Hamilton’s life was devoted to public 
service, except for stints running a law 
practice in New York. While he lived in an 
era whose mores would be foreign to the 
contemporary professional, the tensions 
between the public mandate and the pri- 
vate interests of public servants—such as 
the temptation to benefit from graft, influ- 
ence peddling and the revolving door— 
remain perennial challenges, making this 
example timeless. 

Arguably the most brilliant of the US 
Founding Fathers, Hamilton left a legacy 
whose range almost defies reason, against 
all odds. He distinguished himself first as 
an agitator in favor of US independence 
and as a valiant soldier and military leader 
whose charge at Yorktown contributed 
to the British defeat. After independence 
was achieved, he relentlessly advocated in 
favor of a constitutional convention and 
then helped promote the Constitution by 
drafting 51 of the 85 installments of the 
Federalist Papers. They are still regarded 
as the most authoritative source on the 
original intent of the US Constitution. 

In the eyes of historians, his symbi- 
otic partnership with George Washington 
through the War of Independence and 








Washington's presidency, his prowess as 
a military leader and his critical impact as 
a constitutional theorist often overshadow 
the fact that he was the chief architect of 
the United States’ modern financial sys- 
tem. As the nation’s first Secretary of the 
Treasury from 1789 to 1795, Hamilton rev- 
olutionized the country’s financial system. 
A self-starter and autodidact, he studied 
financial history with a particular interest 
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in how the Bank of England had man- 
aged its large national debt. Recognizing 
the potential power of sovereign debt, he 
founded the country’s first central bank, 
restructured the national debt, established 
the US dollar as the national currency and 
launched the Treasury debt market. 

Hamilton also understood the necessity 
for credit flowing to private enterprise 
and spurred the development of com- 
mercial banks. He did so by encouraging 
state governments to charter banks which 
would lend to private businesses and indi- 
viduals. Between 1790 and 1795, the num- 
ber of commercial banks grew from three 
local banks with limited connections to 
20, while new branches of the Bank of 
the United States were established in sev- 
eral cities. He also actively supported the 
development of securities markets, lead- 
ing private brokers to establish exchanges 
in Philadelphia and New York. 

Hamilton perceived the modern finan- 
cial system as an enabler of growth and 
national power. He was prescient in his 
vision. Most historians and economists 
did not systematically make that connec- 
tion until the end of the 2oth century. His 
motivation was visceral, having sensed 
that the war against the British had lasted 
longer than it should have because the 
British were much better financed than 
the Americans. 

What was remarkable besides his pro- 
digious achievements in the development 
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of the US financial system was his restraint 
from deriving any kind of personal finan- 
cial benefit. He cared about national 
power and prosperity, but he devoted 
very limited attention to his own material 
comfort. There would have been no lack 
of opportunities to personally gain from 
being at the helm of a rapidly expanding 
financial system. 

He exercised great discipline in avert- 
ing conflicts of interests, eliminating all 
outside sources of income when he was in 
office, in contrast to George Washington, 
Thomas Jefferson and James Madison. 
As a member of Congress, he waived the 
pension he had been entitled to as an off- 
cer because he was deeply involved in the 
debate on veteran benefits. He also waived 
his right to “bounty” land that went to 
officers. In establishing the Treasury 
Department, he created internal compli- 
ance rules that prevented employees from 
transacting in government securities. 

These were not benevolent gestures 
from a man of means whose lifestyle 
was assured by substantial assets. On the 
contrary, he frequently found himself in 
need of money, not because he spent it but 
because he made so little of it, and he did 
not take advantage of his exalted status in 
society or his unique position in finance 
while he built up the financial system. To 
his credit, he left office in a much weaker 
personal financial state than he did enter- 
ing it. As Treasury Secretary, he made 
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$3,500 a year, much less than he would 
have made in private law practice. Among 
his many responsibilities, he oversaw the 
Customs Service, which meant that he 
had purview over enormous amounts of 
cash—yet, he handled transactions with 
utmost integrity. 

Hamilton resigned from the Treasury 
Department unashamedly invoking his 
need to make money to support his fam- 
ily. Even then, he refrained from the easy 
money available to men of his status. A 
clear opportunity presented itself when 
an old classmate offered to enroll him in 
a lucrative real estate project soon after he 
left office. Hamilton graciously declined, 
likely because his friend represented for- 
eign capital which might present a conflict 
of interest in the future. He died leaving 
his family in a financial bind, prompting 
a discreet fundraising effort among his 
friends on behalf of his wife, Eliza, and 
their seven surviving children. 

The US financial system-the most 
expansive and powerful in human history 
—was established by a man who embodies 
the antithesis of the concept “grab what 
you can when you can.” Of course, the 
current system would be unrecognizable 
to Hamilton, but the moral challenges 
faced by its participants endure. Even if 
Hamilton’s circumstances were unique, 
his eagerness to succeed on his own terms 
and his ability to refrain from self-serving 
—no matter how common or expected 
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that behavior may be—permeate these 
virtuous finance professionals, from this 
US Founding Father to Erin Godard, who 
is still at the beginning of her career. Their 
stories point to a path in finance that may 
appeal to well-intentioned professionals 
who are keen to contribute to society and 
uphold their values. $ 
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August Belmont, Jr. 


The Forgotten Financier 


MUTA ele wate 


By John E. Morris 


THE PROFOUND TRANSFORMATION of the 
American economy at the turn of the 
2oth century is preserved for history in 
family names: Carnegie, Mellon, Mor- 
gan, Rockefeller, Vanderbilt, Whitney. 
Industrialization and urbanization accel- 
erated, as waves of new immigrants built 


Portrait of August Belmont, Jr., 1904. 





roads and bridges and staffed factories. 
Railway tracks were being laid, railroads 
were being merged and fought over, and 
great monopolies were being formed in 
industries as diverse as oil and steel, sugar 
and meatpacking. Libraries, museums and 
universities bear witness to the family for- 
tunes amassed in the process. 

Yet the name of one the most power- 
ful and influential figures of that age, the 
financier August Belmont, Jr., is missing, 
and he is now largely forgotten. At the peak 
of his career in the 1890s and 1900s, as the 
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American agent for the Rothschilds, he 
was not only a leading banker but played 
a larger civic role. He helped bail out the 
United States government when it was on 
the verge of default in 1895; he financed, 
built and ran New York City’s first sub- 
way; and he constructed the Cape Cod 
Canal. He was a power broker in New York 
Democratic politics and his every move 
was chronicled in the press—the board- 
room fights, his political string-pulling, his 
travels, his race horses, his yachts. He was 
a Master of the Universe, to use the term 
Tom Wolfe coined eight decades later. 

But Belmont’s life ultimately followed a 
downward arc. By the time he died in 1924 
at age 71, he was struggling to keep his ven- 
tures afloat, undone by unexpected inflation 
and an ambitious infrastructure project that 
went off course. He ended up a footnote 
to the financial history of the Gilded Age, 
known best for his role as a horseman. 


Born to Banking 


Belmont learned the banking trade at the 
knee of his immigrant father and name- 
sake, a German Jew whose family arranged 
an apprenticeship for him with the Roths- 
childs in Frankfurt when he was a teenager 
in the 1820s. (The original family name, 
Schonberg, meaning “beautiful moun- 
tain,’ was changed at some point to its 
French equivalent.) He excelled, and the 
Rothschild bankers thought highly enough 
of him to dispatch him to Cuba in 1837 to 
check up on their sugar interests, which 
were imperiled by a civil war in Spain. 
When the 23-year-old changed ships in 
New York that May, he changed plans. The 
city was in the grips of a financial crisis that 
caused hundreds of banks and other finan- 
cial firms to fail, including the Rothschilds’ 
afhliate. Credit had dried up. 

Sensing opportunity, Belmont sent 
word back to his bosses and won their 
approval to stay in New York and set up 
shop. Soon he was snapping up stocks, 
bonds, commodities and real estate on the 
cheap using the Rothschilds’ credit, which 
was still honored. Within three years, he 
made a $100,000 fortune, becoming one 
of New York’s richest men. He married a 
daughter of Commodore Matthew Perry 
(whose gunboats later forced Japan to 
open up to foreign trade), giving him 
entrée to the upper crust of the Protestant 
establishment. Soon, he was attending 
Episcopal church. 


With his accent and European man- 
ners, a limp from a dueling injury and 
his growing collection of Old World art, 
the first August Belmont was a colorful 
fixture in elite circles. His lavish dinner 
balls, which stretched into the wee hours, 
cemented his social position, even if some 
in the old guard thought him a bit osten- 
tatious. (He is believed to be the model 
for Julian Beaufort, the unsympathetic, 
nouveau riche Jewish character in Edith 
Wharton’s The Age of Innocence.) His 
financial clout and social position made 
him influential in the Democratic Party, 
and he was elected the first chairman of 
the Democratic National Committee. 

The younger August, born in 1853, had 
all the markings of spoiled rich boy. He was 
such a rowdy and inconsistent student at 
Harvard that the dean repeatedly wrote his 
father. August Jr.’s chief accomplishment 
in college appears to have been the intro- 
duction to America of spiked track shoes. 
When his father died in 1890, The New York 
Times dismissively described August Jr. as 
residing primarily in the country, devoting 
himself to fox hunting and amateur sports. 

That was an underestimation. Upon his 
graduation in 1875, he joined his father’s 
investment bank, August Belmont & Com- 
pany, and there he found his footing. By the 
time August Sr. died, the son had largely 
taken the reins, advising the Rothschilds on 
investments and raising capital from others. 

He was prominent enough on Wall 
Street that, during the financial crisis in 
1893, The New York Times solicited his 
views for a front-page interview. The real 
measure of his power came two years 
later, as the crisis dragged out. By 1895, 
the United States Treasury’s gold reserves 
were nearly drained by investors redeem- 
ing paper bills for gold. J. Pierpont Mor- 
gan, the nation’s most powerful banker, 
laid out a plan to President Grover Cleve- 
land to prop up the Treasury. Morgan 
insisted that Belmont be part of the agree- 
ment in order to enlist the Rothschilds’ 
support, and Belmont joined Morgan in 
the White House talks. 

Together, Morgan, Belmont and the 
Rothschilds arranged to sell US govern- 
ment bonds that were used to buy gold 
—in effect, lending to the government so 
it could satisfy redemptions. That stabi- 
lized the dollar and the government and, 
not incidentally, yielded a tidy underwrit- 
ing profit for the bankers. In this period, 
Belmont and Morgan were also frequent 








August Belmont, Jr's stables bred Man o' War, perhaps the 
most famous American Thoroughbred racehorse. 





Mineola, Belmont's 70-foot racing sloop, was commissioned in 1899. 


allies in fights for control of various rail- 
roads, including the Louisville & National 
and Northern Pacific. 

Belmont lent his support to several 
proposed schemes to build new rail and 
transit lines in New York City in the late 
1800s, and he held stakes in elevated tran- 
sit lines in Brooklyn. But the proposed 


subway offered the greatest opportunity 
to capitalize on demand for better public 
transportation. Belmont seized it. In 1900, 
after decades of squabbling, the city final- 
ized a plan for the first line and put it out 
for bids. The city would loan the money 
for construction and award a 50-year fran- 
chise to the winner to operate the line. 
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John B. McDonald, a veteran railroad 
and tunnel builder, won with a $35 million 
bid in January 1900, but he did not have 
the $7 million in bonds and other assur- 
ances the city required. Belmont quickly 
teamed up with McDonald, mustered the 
capital, set up a company to oversee con- 
struction and, effectively, became McDon- 
ald’s boss. Belmont’s Interborough Rapid 
Transit Company (IRT) got the operating 
rights and future profits. 

The financial structure was akin to the 
public-private partnerships used today for 
many infrastructure projects. The city bor- 
rowed the $35 million at favorable govern- 
ment rates. Belmont raised an additional 
$25 million to pay for cars, a power plant 
and other equipment. The IRT then paid 
back the city’s loan at a rate slightly higher 
than what the city paid, and the IRT pock- 
eted the profits over and above that. 

Belmont wasn’t content with just the sub- 
way, however. He already controlled trol- 
ley networks in the Bronx and Queens, and 
in 1903, a year before the subway opened, 
the IRT acquired control of all four of 


Manhattan’s elevated lines. At the time, 
the els were the only alternative to the 
streetcars and horse carriages that inched 
along on the city’s trafhic-clogged streets. 
Two years later, after the subway debuted, 
the IRT bought a streetcar operator that 
proposed to build a subway line up the 
Upper East Side of Manhattan from Grand 
Central. Belmont had designs on that route 
himself, so he simply eliminated the rival. 

“Well, we couldn’t stand that kind of 
competition, and so we combined with 
them,” he candidly told an interviewer 
years later. 

It was a move borrowed from the play- 
book of the industrialists who were con- 
solidating industries across the nation— 
men he mingled with. 

The two acquisitions gave Belmont 600 
miles of rail lines in Manhattan, the Bronx 
and Queens, and a lock on fast transit in 
Manhattan and the Bronx, a position he 
would enjoy for a dozen years. They also 
sowed the seeds of Belmont’s later finan- 
cial problems, for he overpaid for both the 
elevated and streetcar lines. 
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Belmont, the Man 


Belmont’s growing transit empire cre- 
ated a second problem: bad PR. He had 
been seen as a civic-minded mogul using 
his money and skills to better New York. 
Crowds cheered every mention of his 
name on the subway’s opening day in 
1904. But once he controlled the els and 
streetcars as well as the subway, he ceased 
to be viewed as the city’s benefactor. He 
was seen as “behaving like a tyrant and an 
oppressor, extorting from the patrons of 
his roads the very last penny of obtainable 
tribute, and giving in return the meanest 
accommodations, as The New York Times 
summed up his image problem. It didn't 
help that the subway was so successful 
that passengers routinely found them- 
selves sandwiched in overcrowded trains. 
He also made enemies outside New 
York City. He was a strong advocate of the 
gold standard in the 1890s and 1900s and 
vocally opposed William Jennings Bryan, 
the populist Democratic presidential 
nominee in 1896, and others who favored 
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August Belmont, Jr, age 22, in costume for a fancy dress ball. 


a looser monetary policy. In a fiery speech 
at the Democratic National Convention in 
Baltimore in 1912, Bryant, who remained 
a force in the party, accused Belmont 
and J.P. Morgan by name of conspiring 
with other moneyed interests to control 
elections. Belmont, a delegate, sat stew- 
ing in the audience. He was, in fact, well- 
connected and influential in the business- 
friendly side of the party, and his brothers, 
Perry and Oliver, each served in Congress 
as Democrats at different points. 
Belmont’s temper and haughtiness 
could make him an unsympathetic fig- 
ure. After one of his polo ponies escaped 
and injured a local boy on Long Island, 
the boy’s father confronted Belmont on 


a train platform demanding reimburse- 
ment for doctor’s bills. When the father 
wouldn't take no for an answer, Belmont 
whacked him on the head with his cane. 
He was also a control freak, scrutinizing 
minor subcontractors’ bills for the subway 
and dictating the terms of employees’ free 
subway passes. Even Belmont’s loving sec- 
ond wife complained about his “overcon- 
cern with details,” as well as his habit of 
interrupting her lunches with lady friends 
by sending messages asking if she’d read 
this or that article he deemed important. 
But the “little, dapper man...with a 
flower in his buttonhole” had a sense of 
showmanship and a playful side. When 
told that the Italian immigrant operating 


a subway inspection train for dignitaries 
might not speak English, Belmont turned 
to the worker and said, “All aboard-a!” 

For a summer garden party at New- 
port, Rhode Island, Belmont hired Harry 
Houdini. Belmont the impresario insisted 
on accompanying the stunt performer 
out to one of the banker’s boats anchored 
just offshore. There, bound with ropes, 
handcuffed and placed in a box, Houdini 
was lowered into the Atlantic waters as 
the guests watched “breathlessly” from the 
lawn. Of course, Houdini escaped safely, 
as he always did. 

Belmont relished his social life, throwing 
dinner parties for 48 in Newport, entertain- 
ing on his 85-foot, 20-knot steam yacht and 
dressing up for the over-the-top costume 
balls that were the rage among Manhattan’s 
elites in the late 19th and early 20th centu- 
ries. When he “felt particularly expansive, 
he would drop in at Walter T. Smith’s turtle 
shop in Front Street near Fulton Market, 
pick out a few hundred terrapin from the 
tanks and send them to friends.” 

From his father, a famous racehorse 
owner, Belmont inherited a passion for 
everything equine. The son bred horses 
at his stables in Kentucky and raced them 
successfully in America and England. At 
a dinner with King George V at Leop- 
old de Rothschild’s estate near London 
in 1913—on the eve of a big race where 
Belmont’s horse Tracery placed first—the 
monarch inquired how many horses Bel- 
mont owned. “Sire, I never count them 
for fear my conscience would trouble me,” 
Belmont replied. 

The Belmont Stakes purse was estab- 
lished by the father. The son built the grand 
Belmont Park racetrack on Long Island and 
named it for his father. For years, August 
Jr. headed the Jockey Club, which controls 
Thoroughbred breeding and racing. His 
stables bred Man o’ War, perhaps the most 
famous of all-American studs. 

And then there was the real estate. 
Amid the financial crisis of 1893-95, he 
shelled out an estimated $775,000 (more 
than $20 million in today’s dollars) for a 
large corner plot on Fifth Avenue at 81st 
Street and a new mansion. The scale of 
his holdings nearly overwhelmed his sec- 
ond wife, Eleanor Robson, a well-known 
actress who married the widower in 1910: 


I was transplanted from a little house 
which Mother and I owned and oper- 
ated with one do-all, care-for-all 
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Negro maid, to houses here and there: 
in Hempstead, Long Island; Nurs- 
ery Farm in Babylon [Long Island]; a 
bungalow in Kentucky; The Surcingle, 
a cottage in Saratoga [New York], 
set in the center of a small, private 
training track that adjoined Saratoga 
race course; a shooting place in South 
Carolina; houses like that in New York 
and By the Sea in Newport, with 16 
servants for indoor housekeeping and 
four men in the garage, three in the 
stable and several gardeners. 


Belmont’s 1,100-acre Babylon estate 
included a nine-acre lake stocked with 
trout; forests stocked with game for hunt- 
ing; a mile-long racetrack; barns and staff 
for breeding fox terriers, cattle and hogs; 
a bowling alley and a heated garage for 
4o cars. The 24-room main house was 
adorned with enormous oil portraits of 
favorite Belmont horses. 

Belmont also had the Gilded Age 
mogul’s sina qua non: a private rail car, 
with a French chef and a porter at his 
owner's beck and call. “A private railroad 
car is not an acquired taste. One takes to 
it immediately,” Eleanor wrote, fondly 
recalling hunting trips to Canada (moose) 
and South Carolina (quail). 

As head of the IRT, he also purchased 
a one-of-a-kind private subway car, with 
mahogany panels, leaded glass, a roll-top 
desk, a toilet and a small kitchen. 

Alas, Belmont’s luck ran out in the 
1910S. 


The Reckoning 


In 1909, Belmont broke ground for a 
seven-mile canal across the isthmus of 
Cape Cod. The trench, dreamed of since 
colonial times, shaved 135 miles off the 
sailing distance between Boston and 
New York, allowed mariners to avoid 
the treacherous waters off the Cape and 
created a sheltered shipping route in the 
event of war. 

Belmont hired William Barclay Par- 
sons, the brilliant master engineer of the 
subway, to design the waterway. But when 
crews began digging in 1909, instead of 
sand, they found enormous granite boul- 
ders that had to be dynamited, then dug 
up and removed. Construction dragged 
out and costs ran up. 

When the canal was finally completed 
in 1916, complex tides made it difficult to 


navigate and it failed to draw the expected 
traffic. Tolls had to be reduced and, by the 
late teens, Belmont was struggling to keep 
the canal out of bankruptcy. At one point, 
he went hat in hand to the widow of rail- 
road baron E.H. Harriman, who anted up 
$500,000. Belmont spent the last years of 
his life trying to persuade Congress to take 
the albatross off his hands. 

The canal crisis was unfolding when 
America entered World War I in 1917. 
Belmont, then 64, enlisted in the Army. 
With the rank of major, the racehorse 
owner was dispatched to Spain to negoti- 
ate for war materiel—primarily mules and 
blankets. 

Back home, the war took a toll on the 
IRT. After 50 years with virtually no infla- 
tion, prices soared. Coal and steel prices 
soon doubled and the IRT was forced to 
boost pay 25% in 1919. But, as part of a 
1913 agreement with the city to win new 
franchises, the IRT and a private rival had 
agreed to keep fares frozen at a nickel— 
a provision the companies then saw as 
protection against political pressure to 
lower fares. Now the clause squeezed them 
severely as costs ran out of control. 

In 1920, the IRT couldn’t pay off bonds 
as they came due and was forced to buy 
time by selling $2.9 million of new short- 
term notes at a stiff 7% interest rate. When 
those came due the next year, the company 
was in no better position and had to ask 
creditors for repeated extensions. By 1921, 
it also owed $3 million to a supplier, which 
tried to put the IRT into receivership. It 
took two years to restructure debt from 
the elevated and streetcar purchases and 
reduce the IRT’s interest expense. That kept 
the company solvent until the Depression. 

When Belmont died in 1924, the news- 
papers estimated that his estate was worth 
as much as $50 million, or about $750 
million in today’s dollars. But it appears 
they did not reckon with his offsetting 
debts. The government finally bought the 
canal in 1926 for $11.5 million, far less than 
the construction cost and its accumulated 
losses. By one account, Belmont alone lost 
$5 million. His widow was forced to sell 
all his race horses and his Babylon spread, 
notwithstanding a provision in his will 
barring its sale in her lifetime. His will left 
nothing to charity. 

“The future of our family fortunes 
seemed highly precarious” because of “the 
heavy burden of the Cape Cod Canal,” 
Eleanor recalled years later in her memoirs. 
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His Legacy 


Despite his remarkable life, there is no 
biography of Belmont. His brief Wiki- 
pedia entry focuses on horse racing. The 
family name lives on only in the Belmont 
Stakes and the race track, both named for 
his father, and a state park created from a 
corner of his Babylon estate. Most of the 
Babylon property went to developers, who 
built middle-class homes. A six-lane high- 
way runs near the spot where the mansion 
filled with horse portraits once stood. 

Why is Belmont largely forgotten? He 
benefitted his city and his country enor- 
mously through the 1895 bailout, the sub- 
way and the canal. But with hindsight, 
perhaps too much of his passion and 
acumen were devoted to horses, hunting, 
sailing and entertaining. Perhaps if he and 
his father had left something to charity, 
they would have purchased a better place 
in history. $ 


John E. Morris is a journalist and author. 
Parts of this article are adapted from his 
Subway: The Curiosities, Secrets, and 
Unofficial History of the New York City 
Transit System (Black Dog Leventhal 
2020). He is also co-author of King of 
Capital: The Remarkable Rise, Fall, and 
Rise Again of Steve Schwarzman and 
Blackstone (Crown 2010), a history of 
Blackstone Group and the private equity 
industry. 
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10. 


. What little-known financier financed, 


built and ran New York City’s first 
Subway? 


. What company, founded in 1971, was 


the world’s first fully electronic stock 
exchange? 


. In 1790 there were three commercial 


banks in the United States. How 
many were there by 1795 (in addition 
to branch banks of the Bank of the 
United States)? 


. What showman-turned-financier was 


one of the original directors of a canal 
company in Wyoming? 


. What Founding Father waived the 


pension he was entitled to as an Army 
officer because he was deeply involved 
in the debate over veteran benefits? 


. What index fund pioneer bemoaned 


the primacy of maximizing wealth, 
which places business objectives 
above professional values, in his book 
titled Enough? 


. Who became the world’s wealthiest 


man in 30 years in the late 19th 
century because of his appreciation 
of the commercial potential of crude 
oil refining? 


. Who provided the Union Pacific 


Railroad with its first taste of effective, 
cohesive management by giving 
closer attention to every aspect of its 
operations than any previous officer 
had done? 


. After which US President was the 


48,500-mile interstate highway 
system named? 


What city became the supplier to 
the illicit slave trade in the late 1840s 
and 1850s? 
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By Joseph Calandro, Jr. 


PERHAPS NO ONE in United States financial 
and business history is as misunderstood, 
and under-appreciated, as Jay Gould. 
Even amongst some financial historians, 
Gould is treated harshly, including when 
his strengths are readily acknowledged. 

The following quote is an illustrative 
example: “As a finance capitalist, Gould 
was ahead of his time, that his rivals 
despised him primarily because he beat 
them at their own game... Gould also 
made a mockery of a supposedly self-reg- 
ulating capitalist system.” There is a great 
deal wrong with this assessment; for exam- 
ple, the US economy in the 19th century 
was not “capitalist” if that term is defined 
as a marketplace of purely voluntary trans- 
actions without any kind of governmental 
intervention. Then, as now, the govern- 
ment intervened in economic transactions, 
albeit a great deal less in the 19th century 
than today; for example, tariffs, war financ- 
ing and spending and “internal improve- 
ments,” such as canals and railroads, were 
popular forms of governmental economic 
activities in the 19th century. 

Since the late 20th century, massive 
governmental bailouts of failed firms have 
unfortunately become commonplace. One 
of the rationales for bailing out failed 
firms during periods of financial distress is 
the argument that if governments do not 
intervene, the failures will exacerbate the 
distress and cause it to spread further, pos- 
sibly to the point of a total economic col- 
lapse. In the 19th century, governments did 
not do this, and their economies obviously 
did not collapse; in fact, some of the firms 
that were in distress during a panic were 
eventually turned around, and then went 
on to perform at more profitable levels. 





Portrait of Jay Gould 


One such case involves Gould’s dis- 
tressed investment in, and subsequent 
managerial control of, the Union Pacific 
Railroad (UP) following the infamous 
Panic of 1873. In his turnaround of the 
UP, Gould employed many modern tech- 
niques that are relevant to 21st century 
historians and executives alike. 

The framework for this analysis follows 
the value investing-based corporate man- 
agement considerations profiled in Table 1. 


1: Strategy and the Margin of Safety 


It is well known that financial panics did 
not begin in the late 20th century. Ever 
since the practice of “fractional reserves,” 
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banks have been at risk of sudden and 
intensive “runs” on their deposits. Add 
credit cycle dynamics to the mix, and it 
is fairly easy to understand why panics 
have been a regular financial phenomenon 
across the last three centuries. As such, 
Jay Gould in the 19th century was just as 
familiar with financial panics as Warren 
Buffett, for example, is today. And, similar 
to Buffett, Gould both protected himself 
from panics before they occurred and he 
positioned his portfolio to profit from 
panics after they did occur. 

The Panic of 1873 is a case in point. 
Prior to this panic, Gould was famously 
invested in the Erie Railroad, which cul- 
minated in the well-known “Erie Wars” 


Bain News Service/Library of Congress 


with Cornelius “Commodore” Vander- 
bilt. The end of the Erie Wars was for- 
tuitous in that it helped to put Gould 
in a strong capital position, which he 
effectively maintained until a strategic 
opportunity presented itself. As one com- 
mentator observed, “Getting out of Erie 
in a strong cash position on the eve of the 
Panic of 1873, [Gould] was ready to attack 
the Union Pacific.” 

Gould, of course, did not “attack” the 
UP. What he did do was make a distressed 
investment in that railroad at a favorable 
price or, as value investors would say, 
at a margin of safety that arose out of 
the volatility of the infamous panic. 135 
years later, on September 23, 2008, Buf- 
fett would do something similar via a $5 
billion distressed investment in Goldman 
Sachs during the 2007-08 financial crisis. 
However, Gould went a step further by 
assuming operational control of the UP, to 
personally direct its turnaround. 


2: Business Financing 


In many ways, capital structure is one of the 
most misunderstood, and underappreci- 
ated, of all managerial responsibilities. Far 
from being “irrelevant” as some may wish to 
think, capital structure is, at times, the most 
relevant of all managerial considerations. 
This has certainly been the case during 
financial panics across history. Therefore, 
responsible executives across time have not 
put their firm’s balance sheets at risk during 
boom times to ensure that those balance 
sheets will not come under distress during 
periods of mass panic. And, as such execu- 
tives knew in the past, and know today, 
there will always be a next panic. 

As noted above, the Panic of 1873 caused 
the UP to go into financial distress, which 
is what enabled Gould’s distressed invest- 
ment. However, if the railroad stayed in 
distress after his investment, he would be 
at risk of a capital loss. Therefore, one of 
the first things that Gould set out to rectify 
in his turnaround was a financial restruc- 
turing to restore the UP’s credit. Sig- 
nificantly, he stated this objective publicly, 
but his timing could not have been worse. 
After the aforementioned panic subsided, 
the economy slid into a deep recession 
that was so severe it was known as the 
“Great Depression” until the subsequent 
depression in the 1930s claimed that title. 

Regardless of the depressed economy, 
Gould proceeded to successfully restore the 


TABLE 1: Value Investing-Based Corporate Management Considerations 


1. Unique value proposition and how the margin of safety will enable that proposition 


2. How will business activities be funded? 


3. Balance: 


a) across operations, finance and investment 
b) of cyclical and countercyclical dynamics as reflected in mainstream 


and alternative information sources 


c) between business-as-usual processes and the thick tails of extreme events 


to both the upside and downside 


4. Clarity of communication and transparency of expectations 


5. Humility 


6. Produce results that compound over time 


UP’s credit, and “much of it within a single 
year, through a combination of aggressive 
negotiation, innovative financing (which 
included Gould assuming some of the UP’s 
debt himself) and leveraging the relation- 
ships across his wide financial network. 
Needless to say, Gould’s example of person- 
ally securing financing on a super-attractive 
basis, during a depression, holds many les- 
sons for modern historians and executives. 


3: Investment, Financing and 
Operational Balance 


In contrast to Gould’s well-known invest- 
ment and financing skills, his skills as a rail- 
road operator have generally been ignored. 
This is unfortunate because, according to 
the UP’s official history, Gould “provided 
the Union Pacific with its first taste of 
effective, cohesive management by giv- 
ing closer attention to every aspect of its 
operations than any previous officer had 
done.” The history goes on to state that, 
“Everyone knew of [Gould’s] genius for 
finance, but no one suspected his capac- 
ity for mastering every phase of railroad 
building. His alert eye caught every detail, 
grasped every possibility. He did his home- 
work with a thoroughness that astounded 
less driven men.” 

Gould’s operational efforts enabled him 
to discover new sources of revenue for 
the UP, to devise better ways to use the 
railroad’s vast landholdings and to keep 
a “close monitoring of costs.” Needless to 
say, all of these activities contributed to 
a growing bottom line. More important, 
though, was Gould’s ability to deploy and 
integrate top-tier skills across three very 
different functions: investment, finance 
and operations. Such an ability is rare 
and has been observed in only the most 


accomplished executives across modern 
business history such as, for example, the 
late Henry Singleton of Teledyne, the late 
Larry Tisch of Loews, Carl Lindner of 
American Financial and John Malone of 
Liberty Media. 

The need today for such an integrated 
skill set is increasingly being recognized, as 
the late Martin J. Whitman and Fernando 
Diz convincingly argued in their 2013 
book, Modern Security Analysis: “Unlike 
others who view managements solely as 
operators of businesses, we appraise man- 
agements in their competencies as opera- 
tors, investors and financiers.” 


4: Clarity and Transparency 


Clarity and transparency of communica- 
tion have always been difficult to assess. 
One way that professional value investors 
have learned to assess managerial clarity 
and transparency is through the concept 
of rationality, which can be defined as 
behavior that reconciles to stated goals 
and objectives over time. For example, 
as shown in section two above, Gould 
restored the credit of the UP during a 
depression, much of it within one year, 
following statements he made to that 
effect beforehand. 

This is not meant to imply that Gould 
was always clear and transparent. Then, 
as now, the world of finance can be inor- 
dinately complex. And then, as now, the 
most successful investors and executives 
selectively use complexity and obfusca- 
tion to enhance their strategic positions. 
According to historian Maury Klein, “It is 
the genius of financiers and lawyers alike 
to transform the simplest of propositions 
into a labyrinth and profit from the bewil- 
dered groping that follows.” 
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Gould was “a master architect of lab- 
yrinths,” similar to Warren Buffett and 
George Soros today. In contrast to both 
Buffett and Soros, however, Gould has been 
pummeled mercilessly for his use of finan- 
cial complexity and obfuscation. One of 
the criticisms levied against him is that he 
employed these tactics as a “lone wolf” on 
the hunt for his own interests, and those 
interests alone. But contrary to such criti- 
cisms, Gould actually formed close associa- 
tions with colleagues that lasted his lifetime. 

For example, it is noted above that 
Gould leveraged the relationships of his 
wide financial network to restore the UP’s 
credit. He obviously would not have had 
a wide financial network if he could not 
be trusted. As a case in point, Collis Hun- 
tington, who was one of Gould’s bitterest 
business rivals, praised Gould’s reliability: 
“I know there are many people who do not 
like him... I will say that I always found 
that he would do just as he agreed to 
do.” In other words, Gould was a rational 
executive, based on the above definition. 


5: Humility 


Arrogance has unfortunately been some- 
what of a constant in business, and on 
Wall Street, across time. There are impor- 
tant exceptions to this, of course. For 
example, perhaps Buffett’s greatest exam- 
ple is that a person can be both an elite 
investor and a multi-billionaire without 
being personally arrogant. Similarly, and 
this comes as a surprise to many people, 
Gould was also remarkably humble. 

First, and unlike many “titans” of both 
his age and ours, Gould lived a quiet, 
extremely private life unmarred by per- 
sonal excess. He shunned high society, was 
devoted to his wife and six children, cre- 
ated an extensive personal library of books 
that he actually read and built the largest 
privately owned greenhouse in the nation. 
Second, his personal humility extended to 
his approach to corporate management. 
As the official history of the UP observed: 


In meetings [Gould] never dominated 
discussion but let it drone on before 
expressing succinctly and precisely the 
point others had been groping for. 
He did not command or dictate but 
suggested politely. Far from being an 
imperious figure, he was content to 
dwell in the shadows and let others 
take credit. For a man consumed by 





Poster advertising the grand opening 
of the Union Pacific Railroad. 


ambition, he was strikingly unaffected 
by considerations of ego or vanity. 


Humble managerial behavior helps to 
produce a positive work environment, 
which helps to attract and retain highly 
talented employees which, in turn, helps 
to increase the productivity of a firm. 
Productivity increases are important in 
any economic environment, but they are 
crucial in a turnaround being conducted 
during a depression following a major 
financial panic. Gould’s results at the UP 
prove this out, as explained below. 


6: Compounded Results 


The ultimate measure of business and 
financial success is the compounded 
return or compounded annual growth 
rate (CAGR) that is generated. Judged by 
this criteria, Gould’s accomplishments at 
the UP measure up exceedingly well: the 
CAGR of the UP’s stock price from 1874 
to 1880, which was when Gould managed 
the firm, was 19%. This return is impres- 
sive in-and-of itself, but all the more so 
when it is compared to the 7.5% CAGR 
(price-weighted) of the New York Stock 
Exchange over the same time period. 

To put this performance into context, 
it is important to note the following: First, 
and as noted above, the US economy 
was in a major depression from October 
1873— following the infamous financial 
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panic—to March 1879, per the National 
Bureau of Economic Research. This is the 
longest financial depression in US history; 
however, broad-based financial distress 
likely extended beyond 1879. According 
to economist and financial analyst Marc 
Faber, “The deflationary epoch that fol- 
lowed the global crisis of 1873 was also 
poor for asset holders...many sectors 
experienced massive bankruptcies and 
poor business conditions—for example, 
canals and railroads in the US from 1873 
to 1895” (italics added). 

Second, there was no “quantitative eas- 
ing” (QE) following the Panic of 1873 
because President Ulysses S. Grant refused 
to debase the national currency to stimu- 
late a recovery. As a result, Gould’s turn- 
around was operating against significant 
monetary headwinds. 

Third, the federal government not only 
did not offer bailouts to distressed and fail- 
ing firms at the time, but it also demanded 
the strict repayment of governmental 
loans from such firms. This is important 
because Gould left the UP after a suc- 
cessful six-year tenure when it became 
clear that he could not solve the “financial 
albatross” of government debt. Contrary 
to popular belief, the government bonds 
issued to help construct the UP were not a 
subsidy, but a loan. And given the size of 
the loan, the UP was actually the govern- 
ment’s largest debtor at the time. 

Finally, the UP was one of the few 
railroads with a federal rather than a state 
charter, which made it directly beholden 
to the US Congress. The task of achieving 
a workout, or reaching a debt restructur- 
ing settlement, with various Congressmen 
proved to be too much for Gould, so he 
sold his UP shares to monetize the value 
that he created during his turnaround. 


Lessons for Today 


Benjamin Graham once stated, “We have 
no right to reject the lessons of the past 
until we have at least studied and under- 
stood them.” This insight is particularly 
applicable to Gould, but it also applies to 
the railroad industry in general, and even 
to the UP itself. For example, in 2016, 
journalist S.L. Mintz profiled the modern 
railroad industry, and one of his findings 
was that, “For the eight quarters through 
December 2015, most Class 1 railroads that 
returned capital to shareholders posted a 
negative buyback return on investment” 


By John Carbutt—U.S. National Archives and Records Administration, 
Public Domain, https://commons.wikimedia.org/w/index.php?curid 


17057717 





(italics added). 

In other words, modern railroad share 
buyback initiatives resulted in a capital 
loss. Significantly, the UP was profiled 
in Mintz’s study, and it generated a neg- 
ative 14.8% buyback return on invest- 
ment (ROI), which contrasts sharply with 
Gould’s 19% CAGR, especially consid- 
ering the different macroeconomic and 
governmental intervention environments 
the two results were produced in: Gould 
generated a 19% CAGR while cleaning 
up the UP’s balance sheet during years of 
depression and deflation with no govern- 
mental support, while the UP’s modern 
negative buyback ROI was generated dur- 
ing a period of easy money, asset infla- 
tion and governmental bailouts, which are 
obviously bullish for equity prices. 

One might speculate that if Gould was 
alive today, he would not have followed 
the modern share buyback crowd, and the 
reasons why should by now be obvious. 
What should also be obvious is the fact 
that successful executives across history 
like Gould have not put their firm’s bal- 
ance sheets at risk during booming econo- 
mies, and as such they neither need—nor 
plead for—governmental bailouts during 
periods of financial distress. This is just 
one of the lessons that could be learned 


from the history of Gould at the UP. To 
paraphrase Graham’s statement above, at 
the very least, such lessons should not be 
rejected until they have been studied and 
understood. $ 


Joseph Calandro, Jr., is a Managing 
Director of a global consulting firm, Fel- 
low of the Gabelli Center of Global Secu- 
rity Analysis at Fordham University and 
the author of Creating Strategic Value 
(Columbia Business School Publishing, 
2020). 
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By Michael A. Martorelli 


Most privers probably have a story 
about a frustrating experience on one of 
the country’s interstate highways. They 
probably also have one about a pleasant 
occurrence on one of those roadways. It 
is likely that only a limited number are 
aware of the pages of reports and hours of 
discussions that occurred over the 40-year 
period, from 1916 to 1956, before Presi- 
dent Dwight D. Eisenhower signed the 
bill creating what has been called the 
world’s largest public works project. Even 
fewer have probably heard of men named 
Page, MacDonald and Fairbank, who were 
the true architects of today’s 48,500-mile 
Dwight D. Eisenhower National System of 
Interstate and Defense Highways. 

In the mid-188os, state and local officials 
began considering the need for significant 
improvements to the rudimentary roads 
that crisscrossed the country. During the 
last decade of the 19th century and first 
two of the 20th, supporters of the so-called 
“Good Roads” movement were buoyed by 
several occurrences. 


e In 1891, New Jersey became the first 
state to authorize financial aid for road 
improvement. 


e In 1893, the Department of Agriculture 
created the US Office of Road Inquiry 
(ORI) to examine ways to improve 
existing roads and create new ones. 
The legislation creating that agency dis- 
avowed a federal role in financing or 
building any roads. It authorized the 
ORI only to disseminate relevant infor- 
mation to the state and local agencies 
directly involved in such projects. 


e In 1905, Logan Waller Page became the 
head of the renamed Office of Public 
Roads and Rural Engineering (OPRRE). 
A graduate of the Virginia Polytech- 
nic Institute’s highway engineering 
program, he established the tradition 
which saw trained engineers, not politi- 
cians or business promotors, use sound 
scientific principles when designing the 
procedures that became de rigeur in the 
process of road building. 


e In 1907, the Supreme Court ruled that 
under the Constitution’s interstate com- 
merce clause, the federal government 


Construction of I-55 in Mississippi, 1972. 





President Dwight D. Eisenhower, 1952. 


did indeed have the authority to finance 
the construction of roads and highways. 


e In1908, the Ford Motor Company intro- 
duced the Model T, a simple to drive, 
easy to repair and relatively inexpensive 
car whose owners began demanding bet- 
ter roads on which to travel. 


e As early as 1912, entrepreneurs and busi- 
ness organizations began persuading 
many state and local officials to create 
roadways spanning several states and 
regions. 


Eventually, those who saw an expanded 
federal role in the development of better 
roadways convinced Congress to pass and 
President Woodrow Wilson to sign the 
Federal-Aid Road Act of 1916. It appropri- 
ated $75 million in federal aid for highway 
construction during the next 10 years. 
Reflecting the divided opinion over this 
idea, the law limited that work to rural post 
roads, required the states to provide match- 
ing funds on a 50/50 basis and rationed 
federal payments to $10,000 per mile. The 
act’s restrictions, as well as the disruptions 
to the domestic economy caused by World 
War I, greatly hampered the construction 
and improvement of roads. So too did the 
antagonistic relationships between many 
officials of the again renamed Bureau of 
Public Roads (BPR) and the heads of the 
state highway agencies. 

Congress recognized the Federal-Aid 
Act's flaws and corrected them in a law 
President Wilson signed in February 1919. 
Secretary of Agriculture David Houston 
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wanted his BPR to accelerate its efforts 
to help the states build more roads. In 
April, he appointed Thomas MacDonald 
as the head of that agency, replacing the 
recently deceased Logan Waller Page. As 
Chief Engineer of the Iowa State Highway 
Commission, MacDonald was quite aware 
of the adversarial relationships between 
BPR engineers and the state representa- 
tives who were members of the influential 
American Association of State Highway 
Officials (AASHO). He moved quickly to 
adjust the BPR’s methodologies to mesh 
more effectively with the needs of his erst- 
while colleagues. 

Giving a limited amount of federal aid 
to states that were building roads their 
political and business leaders wanted was 
widely regarded as a good idea. Creating 
a federal agency with the budget and the 
authority to build a coordinated network 
of national highways seemed to many 
to be an even better one. After almost 
two years of congressional hearings and 
deliberations, in November 1921 President 
Warren Harding signed a new Federal 
Highway Act. This law accommodated 
different viewpoints by authorizing $75 
million for the construction of both rela- 
tively short stretches of farm-to-market 
roads sought by local officials and longer- 
distance highways desired by promotors 
of a national highway system. In further- 
ance of the latter intent, it directed each 
state to designate 7% of its roadways as 
“interstate in character” and become part 
of the new network. 

During the 1920s, construction compa- 
nies used a combination of money from 
federal and state coffers to construct or 
improve about 90% of the roads in the 
officially designated 168,000-mile Federal- 
Aid System. New roads certainly were 
needed; automobile sales surged from 1.6 
million units in the first year of the decade 
to more than 5.2 million in the last. More- 
over, the increased traffic from cars, trucks 
and buses caused roadways to deteriorate 
faster than anticipated. The states were 
forced to allocate increasing amounts of 
money to improving surfaces, re-aligning 
curvatures, sustaining faster speeds and 
reducing the potential for accidents. 

The Great Depression threatened 
to shut down what has been called the 
“Golden Age of Road Building.” Yet, 
from 1929 to 1938, successive Congresses 
continued to authorize more than a bil- 
lion dollars for highway construction. In 
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doing so, the legislators acknowledged 
that much of that spending had more 
to do with maintaining a relatively high 
rate of employment in the road-building 
industry than with the need for highways. 
Indeed, BPR officials frequently despaired 
over the selection of road projects, believ- 
ing that many reflected political desires 
more than transportation needs. 

In mid-1933, Congress spurred fur- 
ther road construction by suspending 
the requirement for the states to supply 
matching funds, and by permitting them 
to use federal funds not only for roads 
that were part of the Federal-Aid net- 
work, but also for urban streets and other 
secondary and feeder roads. In mid-1934, 
the Hayden-Cartwright Act called for the 
states to again begin appropriating match- 
ing funds. More importantly, it introduced 
the new concept of long-range planning 
to the nation’s road-building efforts by 
allocating a certain percentage of federal 
funds to be used by the states for “...sur- 
veys, plans and engineering investigations 
of projects for future construction.” 

During the next few years, state high- 
way departments joined the BPR and 
various universities in conducting the 
first comprehensive examination of the 
nation’s surface transportation needs. 
Many state officials did not need sophis- 
ticated strategic planning exercises to rec- 
ognize the deficiencies of their local roads. 
They had already begun using their own 
funds to build controlled access highways 
that were elevated, recessed or otherwise 
designed to minimize urban congestion or 
facilitate a more pleasant commute from 
a suburb to a central city. Some highway 
chiefs became entranced by the elegantly 
designed and sleek-looking autobahns 
opened in Germany in 1935. BPR Chief 
MacDonald believed relatively short 
super-highways such as these might be 
appropriate in specific locations to relieve 
traffic congestion or connect two metro- 
politan areas. But he resisted the idea that 
such roads could be useful, efficient and 
economically viable in every location. 

As Governor of New York and Presi- 
dent of the United States, Franklin D. 
Roosevelt was a champion of improved 
roadways. In 1937, he showed MacDonald 
a map on which he had drawn the poten- 
tial routes of three East-West coast-to- 
coast highways and three similar limited 
access North-South routes. The President 
asked the BPR to study the possibility of 
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President Franklin D. Roosevelt, 1940. 


building such motorways. Not wanting 
to cede the authority for such a monu- 
mental project, a congressional commit- 
tee ordered the BPR to conduct a similar 
study. Both appeals focused on the poten- 
tial for a system of nationwide toll roads, 
reflecting the fact that many states were 
considering such roads in those lean years 
of the depression. 

In April 1939, a BPR Task Force under 
the direction of the Chief of the Division of 
Information Herbert Fairbank published 
Toll Roads and Free Roads, a seminal 
analysis assessing the need for “...a sys- 
tem of interregional through highways... 
through and around cities...to meet the 
requirements of national defense and the 
needs of a growing peacetime traffic of 
longer range.” Fairbank was the BPR’s 
leading advocate of highway planning. He 
analyzed items such as highway depart- 
ments’ survey data, traffic projections, the 
geometries of roadways and the impact of 
heavy axles on road surfaces. 

In Part I of Toll Roads, he specifically 
addressed FDR’s question about The Fea- 
sibility of a System of Transcontinental Toll 
Roads. His 88-page analysis concluded 
that there was not enough traffic flow on 
long-distance roads such as those mapped 
by the President to warrant the creation of 
coast-to-coast toll roads. 

Instead of ending his report on this neg- 
ative note, Fairbank used another 41 pages 
to describe what he believed was “A Mas- 
ter Plan for Free Highway Development.” 
It mapped a 26,700-mile national network 
of non-toll highways, many of which were 
already part of the Federal-Aid system. 
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Fairbank’s work described the way inter- 
regional highways should intersect with 
existing thoroughfares, either surround 
or crisscross large cities and bypass the 
smallest communities. Congress took no 
action on Fairbank’s suggestions and soon 
became distracted by the range of activi- 
ties involved in the run-up to another 
global war. 

In April 1941, President Roosevelt indi- 
cated his continuing interest in a system of 
national highways by appointing a seven- 
man National Interregional Highway 
Committee and asking it to investigate the 
need for such a system. The exigencies of 
war delayed the work of the committee, 
but in January 1944 FDR transmitted to 
Congress the Report of the National Inter- 
regional Highway Committee, Outlining 
and Recommending a National System of 
Interregional Highways. That document 
recommended a 33,920-mile national sys- 
tem of interregional highways that its 
authors believed should be developed 
through the joint efforts of the federal 
government and the state highway depart- 
ments. Its 184 pages used text, maps and 
tables to explain the rationale for selecting 
routes in both urban and rural areas. It 
also addressed topics such as the condi- 
tion of existing roads, the acquisition of 
rights-of way, landscape design, road and 
structural design and the loading capabili- 
ties of highway bridges. 

In February, even with World War II 
still raging, Congress began holding hear- 
ings on a bill to authorize this program. 
They crafted the Federal-Aid Highway Act 
of 1944, which President Roosevelt signed 
in December. Unlike earlier versions of a 
national network of roadways, this new 
system (to be designated the National Sys- 
tem of Interstate Highways), was designed 
to serve both economic and social needs. 
Specifically, it: 


e aimed at satisfying the needs of the 
nation’s agricultural, mineral, forest 
product, manufacturing and national 
defense sectors, as well as its population 
centers; 


e emphasized the inclusion of both rural 
and urban routes; 


e required the system’s designers to coor- 
dinate their efforts with leaders of other 
transportation modes; 


e centered on meeting interregional and 
national needs rather than local inter- 
ests; and 
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Model Ts coming off the assembly line around the turn of the 20th century. 





These relatively inexpensive cars led to the demand for better roads on which to travel. 


e recognized the need for full cooperation 
among representatives of the federal, 
state and municipal governments. 


The bill authorized a federal contribu- 
tion of more than $1.5 billion for construc- 
tion over a three-year period, dividing 
those dollars among interstate highways, 
Federal-Aid roads, state roads, secondary 
feeder systems and local urban routes. 
MacDonald’s agency (once again renamed 
as the Public Roads Administration and 
now in the Federal Works Agency) would 
supervise and administer this massive 
public works project. 

The national agenda immediately after 
World War II included initiatives such 
as retooling the manufacturing sector to 
produce long-delayed consumer goods, 
building houses for returning veterans and 
their families and catching up on deferred 
maintenance on the nation’s roadways. 
Unfortunately, and perhaps surprisingly, 
the agenda did not include acting quickly 
to develop the interstate highway system. 
It took until August 1947 for the PRA and 
the states to identify the 37,681 miles of 
roads that would constitute that network. 

In 1948, President Harry Truman short- 
changed the national highway system in 
his budget, believing it was necessary to 


constrain the costs of this inflationary 
program. By mid-1950, the President and 
Congress were ready to turn on the money 
tap for road building, and even to increase 
the federal share of the costs from the tradi- 
tional 50% to 75%. However, North Korea’s 
invasion of South Korea pushed that idea 
into limbo. The President asked Congress 
to restrain all non-defense expenditures. It 
would not be until late 1952 when Congress 
again was ready to consider federal fund- 
ing for a new Interstate Highway System. 

President Dwight D. Eisenhower 
entered office in January 1953 with a good 
understanding of the need for better 
highways. He had participated in the US 
Army's investigational 1919 convoy across 
the United States and had seen how the 
poor condition of its roadways hampered 
the military's ability to move troops and 
equipment. He was also familiar with the 
network of autobahns in Germany that 
helped a more heavily mobilized Army 
traverse that country in 1945. In 1954, the 
President asked a committee headed by 
General Lucius D. Clay to work with the 
nation’s governors to develop a compre- 
hensive plan for a system of highways 
to meet the needs identified in the 1944 
Interregional report and the Federal-Aid 
Highway Act of that year. 
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Both the Clay Committee and a special 
Governors Committee endorsed the need 
for an improved highway network like the 
one identified in 1947. Their reports to the 
President and Congress cited reasons of 
safety, traffic congestion, worn-out road 
surfaces, national defense and both popu- 
lation and economic growth as reasons to 
act promptly. Congressional hearings in 
1955 revealed widespread agreement over 
the need for action, but also unearthed 
serious concerns over the potential $100 
billion cost of funding a new interstate 
system and the existing Federal-Aid sys- 
tem, as well as various state and local road 
networks. It took another year of discuss- 
ing alternatives before Congress adopted 
the idea of using highway user taxes to 
fund a new self-liquidating Highway Trust 
Fund within the US Treasury. With that 
plan in place, President Eisenhower was 
ready to sign the Federal-Aid Highway 
Act of 1956 in July. 

It had taken four decades for all par- 
ties to agree on the description of a viable 
interstate highway system that promised 
to meet many national needs. It would 
take several more to build the majority 
of the 41,000 miles of highways initially 
identified as key components of the inter- 
state system, and for both its builders and 
users to understand the positive and nega- 
tive effects of that program. $ 


Michael A. Martorelli is a Director 
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tory. He earned his MA in History from 
American Military University. 
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* 
THE 3AMILE OVER THE 


“Midnight Ou” 


By Daniel C. Munson 


THAT QUAINT 17TH CENTURY rhyme takes 
us back to a world that vanished compara- 
tively recently. Electric lighting is about 
the same age as the automobile, and the 
world it extinguished was quite different 
from the incandescing, fluorescing, diode- 
emitting world we inhabit today. 
Revisiting that world can be done by 
financial historians through the mid-igth 
century commercial tussle over the fluid 
used to “burn the midnight oil.” Tree 
extracts, lards, whale oils and distillates of 
crude oil all contended for market share. 
Perhaps inspired by those thinkers who 
worked long hours by oil or candlelight, 
modern economic theorists have devoted 
pages and pages to this battle. Some sub- 
scribe to the “invisible hand” school of 
economic thought and argue that inten- 
sive whaling depleted whale populations 
and whale oil supplies, creating market 
conditions in the 1850s that “incentivized” 
the discovery of crude oil in Ontario and 
western Pennsylvania. Others prefer the 
“corruption” school of human affairs to 
explain economic history and point to the 


Wee spend our mid-day 
sweat, or mid-night oil; 
Wee tyre the night in 
thought; the day in toyle. 


Civil War-era tax on ethyl alcohol—the 
ingredient common to so many adult 
beverages—that was also a key ingredient 
in a popular tree extract-based lighting 
fluid and constituted, they assert, the first 
of many corrupt government subsidies to 
the oil industry. 

This theorizing is all very laughable to 
an old chemical engineer and presents the 
opportunity to impart a little edification to 
those whose devotion to any single school 
of economic thought may leave them 
somewhat myopic. Shakespeare hinted at 
this myopia in composing the part of Ham- 
let, who tells his good friend that “There are 
more things in heaven and earth, Horatio, 
than are dreamt of in your philosophy.” 
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In 1850, the market for “midnight oil” 
offered customers whale oil, sperm whale 
oil (not quite the same thing), lard oil 
from slaughterhouse waste (you can imag- 
ine the smell) and coal liquid residues, as 
well as a blend of tree extracts dissolved in 
alcohol called “camphene.” 

Price and value govern markets, so the 
costs incurred in producing these fluids 
were important to their market position. 
These costs are sometimes ignored by 
theorists, for the simple reason that pro- 
ducers only grudgingly divulge such cost 
information to try to preserve their pric- 
ing flexibility. “Midnight oil” customers 
in 1850, therefore, had an interesting and 
diverse group of options and costs. 

Camphene—sometimes “camphine” — 
was a blend of camphor oil from camphor 
trees and turpentine from pine sap dis- 
solved in ethyl alcohol, a mixture that 
burned with a somewhat pleasant smell. 
In use it was a fire hazard, but camphene 
was a low-cost option and the volume 
leader. The alcohol was the low-cost com- 
ponent, but if the blend contained too 
much alcohol and not enough camphor 
or turpentine it did not produce much 


actual illumination, so camphene produc- 
ers could not skimp on the tree extracts. 

Whale oil was slightly more expensive 
than camphene. It was extracted from 
whale blubber renderings, and like lard 
oil and coal liquid it was a mish mash of 
oils and fibrous bits. Its variegated nature 
often became painfully obvious in use, as 
some of the ingredients sent forth a black, 
acrid plume that could leave the customer 
to reflect that any money saved at the point 
of purchase was somehow paid out later. 

Sperm whales, those gargantuan beasts 
with the long flat row of teeth and broad 
foreheads, hold oil of a much more chemi- 
cally consistent quality. Such oil burned 
bright and clean and sold for two to three 
times the price of generic whale oil. 

The extraction of “midnight oil” from 
sperm whales is familiar to those who have 
enjoyed Herman Melville’s novel, Moby 
Dick, published during the height of this 
competition in 1851. Melville’s readers were 
taught how to locate and harvest these valu- 
able fluids from the sperm whale carcass. 
He wrote of the “Heidelburgh Tun” of the 
sperm whale—an allusion to a giant wine 
barrel stored in the cellar of a large castle 
in Heidelberg, Germany—where “the most 
precious of all his oily vintages,” namely the 
sperm whale’s oil and spermaceti, reside in 
the large snout-like area above the whale’s 
long row of teeth. 

Melville’s description of the harvest- 
ing of spermaceti from the sperm whale 
carcass is fascinating, but it should be 
remembered that spermaceti and oil are 
different. The spermaceti that intrigued 
Melville is a soft, wax-like substance in the 
whale that hardens on exposure to air and 
worked perfectly as candle wax. 

The spermaceti lay at the top of the 
whale’s snout, in the “Case,” in what Mel- 
ville describes as an “absolutely pure, limpid 
and odoriferous state.” Melville estimated 
that “a large whale’s Case generally yields 
about 500 gallons of spermaceti, though 
from unavoidable circumstances, consid- 
erable of it is spilled, leaks and dribbles 
away, or is otherwise irrevocably lost in the 
ticklish business of securing what you can.” 

The sperm whale oil is located between 
the Case and the whale’s large mouth, in— 
to use Melville’s words—“one immense 
honeycomb of oil, formed by the crossing 
and re-crossing, into 10,000 infiltrated 
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Fleet of whalers in the port of San Francisco, 1864. 


cells, of tough elastic white fibres.” When 
drained from within the honeycomb, 
however, this oil was of very consistent 
quality. The spermaceti and the oil could 
be harvested together on whaling ships 
in barrels and separated later by cooling, 
a process the whalers called “wintering.” 

Whaling ships, such as the Pequod cap- 
tained by Melville’s Ahab, were often out 
for years at a time. The Pequod sailed 
southeast from Nantucket to the Azores, 
then south around the Cape of Good 
Hope and east all the way to the typhoon- 
plagued waters off Japan to hunt the prized 
sperm whale. By modern standards, whal- 
ing was an almost impossibly difficult and 
dangerous way to make a living, yet Mel- 
ville’s crew clearly relished the immense 
physical challenge it presented. 

It was shortly after Moby Dick was pub- 
lished that crude oil changed everything. 

Crude oil was initially a nuisance 
encountered in drilling for water and salt. 
An enterprising Pennsylvanian named 
Samuel Kier realized he could burn the 
crude to illuminate his salt works, but 
the raw crude burned in a smelly, smoky 
manner. He began working with a chemist 
nearby and learned that a certain fraction 
of it would burn more cleanly than the raw 
crude if it were distilled. Kier distilled and 
marketed this liquid lighting fluid. 

(A simpler evaporation and filtration 
process had been used on coal since the 
1820s to produce “gaslight.” The flam- 
mable gas produced by this “anaerobic” 
heating process—what we today call 
“natural gas”—was pressurized and piped 


to streetlamps and to chandeliers and 
sconces in upscale housing.) 

At about the same time that Kier began 
producing his portable liquid lighting 
fluid from crude oil, a Canadian named 
Abraham Gesner was perfecting a similar 
process using coal and shale oil to collect 
a chemically identical liquid he called 
“kerosene.” 

Kier was lucky: a crude oil well was 
developed near him in August 1859 in 
Titusville, Pennsylvania. The Titusville 
drillers knew the crude they collected 
could be used to make low-cost lighting 
fluid; they cared little about any supposed 
scarcity in the whale oil market. These 
Titusville wells were modest in output, 
but productive enough to permit Kier and 
dozens of others near him in Pittsburgh to 
expand their lighting fluid businesses. 

Crude oil is a blend of hydrocarbon 
“molecules” of various weights—i.e., heavi- 
ness—and evaporating temperatures. Dis- 
tilling, or “refining,” of crude oil involves 
heating it to evolve a blend of gases and 
then cooling the gas stream at a tempera- 
ture that will liquify that fraction of the 
gases of the desired weight. The lightest- 
weight components, those that evaporate 
readily, could not be used as lighting fluid 
for lamps. Those that were not actually 
gases at room temperature, like the gases 
piped to streetlamps, were simply too light 
(too volatile) to keep from quickly evapo- 
rating in a table lamp. They were boiled off. 
The next to evaporate—what Gesner called 
kerosene—condensed at slightly higher 
temperatures and had just the right weight 
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and vapor pressure to be easily stored and 
then burn cleanly and brightly in the lamps. 

The kerosene-from-crude-oil process 
was wasteful; only a fraction of the crude 
was extracted and used. It was pumped 
from these shallow wells at little cost, how- 
ever. Compared to whaling it was much 
lower in cost: no long sailing voyages 
requiring years of provisions. In fact, it 
was almost immediately cost competitive 
with camphene. 

Kerosene was destined to prevail, but 
subsequent events have clouded the vision 


of the theorists and led them astray. 

Whale populations may have been 
somewhat dented by the brisk trade in 
whale oils during the first half of the 
19th century, but the data on this point 
is cloudy at best. What is clear is that the 
pursuit of whales went from expensive in 
the 1850s to pointless by the mid-1860s, 
when the whalers and their financial back- 
ers were confronted by this new high- 
quality, low-cost competitor. 

Melville’s intrepid whalers were 
doomed. Even had the Pequod survived 
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its encounter with the great white whale 
Moby Dick, Captain Ahab, first mate 
Starbuck, harpooners Queequeg, Daggoo, 
Fedallah and Tashtego—those conquer- 
ors of the oceans and subjugators of the 
world’s largest creatures—would have 
been impotent against the commercial 
power of “black gold.” 

Camphene was cost-competitive with 
kerosene until the Civil War. The Union’s 
need for money to finance the war led the 
federal government to pass the Revenue 
Act of 1862, which placed a tax on liquor 
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that was collected from the distillers and 
applied to the ethyl alcohol used in cam- 
phene as well. The tax quickly became 
significant: initially it was only 20 cents 
per proof gallon (i.e., 20 cents per gallon 
of 100 proof, or 50% alcohol, solution), but 
escalated dramatically, to $2 per gallon by 
the war's end. As with so much govern- 
ment activity, the consequences of the tax 
were not quite what was intended. These 
“high tax rates of the Civil War had less of 
an effect on its consumption as a beverage 
than on its non-beverage uses,” according 


to one taxation historian. “Its use as a fuel 
for illumination ceased.” 

This surprising cessation can hardly 
be classed as a deliberate subsidy to the 
fossil fuel industry—which was then just 
the tiny kerosene industry—of the early 
1860s. The drafters of the Act were clearly 
more interested in financing a war by tax- 
ing liquor sales than they were in favoring 
crude oil by taxing camphene. It was the 
cost structure of kerosene that made this 
cessation permanent. Growing kerosene 
volumes permitted scale economies, and 
other uses would be found for the crude 
oil “waste” that spread more thinly the 
refining costs. 

John D. Rockefeller became the world’s 
wealthiest man in 30 short years in the 
late 19th century because of his apprecia- 
tion of the commercial potential of crude 
oil refining. He was a ruthless competitor, 
employing business practices that would 
later be outlawed. His cut-throat methods 
captured the headlines, but it was the 
chemical nature of crude oil—initially its 
bright kerosene flame and later its tre- 
mendous energy density that permitted 
myriad other profitable uses—that was his 
most powerful asset. 

Crude oil began to be used in heating 
and electrical generating systems. Some 
25 years after kerosene was first sold, Ger- 
man engineers designed a simple combus- 
tion engine to power their new-fangled 
automobiles. The crude oil cut that was a 
bit lighter than kerosene, something then 
called “ligroin” and what we might today 
call “octane,” worked perfectly in the com- 
bustion chamber and created a new mar- 
ket that spread refining costs still thinner. 
By the late-1890s, the price of kerosene 
had declined by over 80% from the levels 
of the 1860s. 

Electrical engineers developed arc light- 
ing and then incandescent lighting in the 
late-ig9th century, setting in motion events 
that would eliminate the need for lighting 
fluid of any variety. Crude oil producers 
and refiners were not distressed by this 
development: the dawning markets for 
motor gasoline, heating systems, power 
generators and machine lubricants offered 
sales potentials that dwarfed the kero- 
sene market. The engines later required to 
power airplanes needed a slightly heavier 
fuel than that used to power automobiles; 


kerosene fit the bill perfectly, and the 
kerosene portion of crude oil is today used 
in jet fuel. 

Crude oil has been a juggernaut, its 
many uses often surprising and unex- 
pected. Crude derivatives would displace 
other tree-extracted chemicals in markets 
where shortages and taxes played no role. 
The adhesives used to make masking and 
packaging tapes, for example, were origi- 
nally made by blending natural rubber 
with rosins culled from pine sap. The 
“catalytic cracking” process used in oil 
refineries to make ethylene for polyeth- 
ylene and other plastics also produced a 
liquid that appeared to be useless but was 
later found, in resinous form, to blend per- 
fectly with the rubber to make those same 
adhesives sticky. This refinery by-product, 
called “piperylene,” was much cheaper to 
produce than tree rosins, and its chemical 
purity made it more resistant to yellow- 
ing. Initially a by-product, piperylene took 
over a market involving tens of millions 
of pounds a year in a few short years in 
the 1960s and 1970s without the aid of any 
shortage or war or government subsidy. 

“The capitalists,” Soviet leader Vladi- 
mir Lenin is said to have predicted, “will 
sell us the rope with which we will hang 
them.” Such a transaction never actually 
occurred, but financial historians must 
concede that the cynicism dripping from 
such a prediction was not completely 
baseless. The commercial world is driven 
by profits often realized in a short-sighted 
or extemporaneous manner. These many 
uses of crude oil, for example, were often 
driven less by market needs or govern- 
ment policy than by gainfully-applied 
serendipity. 

Theorists should probably tread lightly 
when attempting to generalize concern- 
ing financial and economic events. There 
are any number of ways to make a profit. 
Businesspeople try to look at all of them, 
and they do so without the slightest regard 
for philosophical consistency. $ 


Daniel C. Munson enjoys reading and 
writing economic and scientific history. 
His writings have appeared in Barron's, 
Financial History and other publications. 
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By Susie J. Pak 


A native of Oakland, California, George 
Halsey Grant was a 1922 graduate of the 
University of California. Having previ- 
ously been a member of Grant, Knowlton 
& Co., he parted ways with his partners 
and formed the firm of George H. Grant 
& Co. in 1938, the predecessor firm to 
First California Company. As its name 
suggests, First California’s history has 
been closely tied to Californian broker- 
age entrepreneurs, who founded and led 
it. Interestingly, its history has also been 
intertwined with other California institu- 
tions like the Bank of America and the 
University of California. 


George H. Grant & Co. and 
First California Company 


First California Company was an invest- 
ment securities firm founded in 1945 when 
Grant joined forces with Earl Lee Kelly. 


The San Francisco-Bay Bridge contract 
recipients with Earl Lee Kelly in the center. 


WHERE ARE 


79" 


Born in Oregon and raised in Humboldt 
County, Kelly was a graduate of the Uni- 
versity of California law school. After 
serving in World War I, he went into the 
title business before having a long career 
as a public servant in California. He was at 
one time the mayor of Redding, chairman 
of the State Highway Commission and the 
state director of public works. He also ran 
for governor in 1945. He became a vice 
president of Bank of America in 1939. 

After resigning from Bank of America 
in 1945 to join Grant in forming First 
California Company, Kelly became the 
chairman of the board. Grant became the 
president, and H.T. Birr Jr. was named 
executive vice president. Very quickly, 
the firm expanded by merging with the 
Southern California firm of Nelson Dou- 
glass & Co. in 1946. The new firm pur- 
chased “the business of Bankamerica Co., 
[a] wholly owned subsidiary of Pacific 
Coast Mortgage Co. in connection with 
the liquidation of assets of the latter.” 
(Bankamerica Co. changed its name to 
Pacific Affliates Inc.) At its inception, 
First California Company had 16 offices 
in California and Nevada. 

Elbert “Bob” J. Evans was previously the 
vice president of Nelson Douglass & Co. 
and a general partner of Eastman, Dillon 
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ef First California 
Company, Inc. 


Founded in San Francisco in 1945 


& Co. He left Eastman Dillon and became 
chairman of the board of the First Califor- 
nia Co. in 1947. That year, Birr also became 
president, and he and Evans “acquired the 
controlling stock interest in the company 
from Earl Lee Kelly and George H. Grant.” 
Kelly and Grant resigned from the firm at 
that time. 

At that point, the leadership of the firm 
passed to Birr for the rest of its history 
as an independent company. The son of 
Herman Theodore Birr, Sr., a native of 
Illinois and a Chicago banker, and the for- 
mer Elizabeth Carstenn, Herman Theo- 
dore Birr Jr. was also a native of Oakland, 
California and educated at the University 
of California. He joined Bank of America 
in 1924 and worked for A.P. Giannini, the 
bank’s founder. He stayed with the bank 
until 1930 when he left to join Dardi-Rein- 
hard & Co. and the Associated American 
Distributors, Inc. in 1923. He became vice 
president of Bankamerica Co. in 1937 and 
the manager of the Oakland division for 
Bankamerica Company in 1939. 


Blair Holdings Corporation 


In 1950, Blair Holdings Corporation, a 
holding company that owned the broker- 
age firm of Blair & Co.-E.H. Rollins Inc., 


Collection of the Museum of American Finance 


a, 


Ei hicedtoaibian os a he 36" (a=) 22 ut 


lee = WHEN COUNTERSIGNED WITH THIS SIGNATURE 
eee te 


¥ agirnes of America 


~ NATIONAL TESSRES? ASSOCIATION. 


SAN FRANCISCO, CALIFORNIA, U.S.A. 





JEFFRIES BANK NOTE COMPANY. 


| [EN Re) | OTHER COUNTRIES OAD 


tae con 


FOUNDER 


Bal Nal ASA LUTE 



















“na a | J 
os r, 
: + ~ 
heer See ee es a 
eee Mal rT 
: Ls 
q 
i 
SEN : 









Bank of America specimen travelers cheque, San Francisco, CA. 


bought The First California Co., which 
became a “wholly owned subsidiary.” The 
San Francisco Examiner reported that 
acquisition “was in line with the manage- 
ment’s anticipation of an active capital 
market and steady flow of capital to indus- 
try for modernization and enlargement of 
productive facilities for national defense.” 
That year, Birr, as president of the First 
California Co., and Evans, as chairman of 
the First California Co., joined the board 
of Blair Holdings Corporation. Though 
First California Co. kept its name, the 
Blair Holdings acquisition marked the end 
of First California’s history as an indepen- 
dent firm. 


Postscript 


In 1951, Birr became the chairman of the 
board of Blair, Rollins & Co., Inc. By 
1953, First California Company had 26 
offices in California and Nevada. Birr also 
became president of the firm in 1956 when 
Evans left the firm to rejoin Eastman Dil- 
lon, which decided to expand to the West 


Coast. Birr retained his position as chair- 
man of the board. 

In 1958, however, Birr left to join 
Walston & Co. as vice president. By 1960, 
he left Walston & Co. and became the 
president of Birr & Co., Inc., a San Fran- 
cisco investment securities firm. Walston 
& Co., also one the original 1956 Ford 
Motor Company syndicate firms, left the 
securities business in 1974. 

In 1962, First California Co. sued East- 
man Dillon, Union Securities “charging 
the latter ‘pirated’ the California compa- 
nys personnel and records.” Evans, who 
was the head of the California division 
of Eastman Dillon by the late 1950s, was 
named as a defendant. The heated compe- 
tition reflected the growth of investment 
development at this time in California. 

According to the Los Angeles Times, 
“The tremendous industrial expansion 
that [was] taking place in Southern Cali- 
fornia plus the substantial influx of inves- 
tors were prime factors in the decision of 
Eastman, Dillon, Union Securities & Co. 
to locate a branch office” there in 1956. $ 


Susie J. Pak is an Associate Professor in 
the Department of History at St. John’s 
University (New York). A graduate of 
Dartmouth College and Cornell Uni- 
versity, she is the author of Gentlemen 
Bankers: The World of J.P. Morgan 
(Harvard University Press), a Trustee of 
the Business History Conference, co-chair 
of the Columbia University Economic 
History Seminar and a member of the 
editorial advisory board of the Business 
History Review. She is also a member 
of the Financial History editorial board. 


About Where Are They Now? The “Where 
Are They Now?” Series traces the origins 
and histories of 207 of the underwriters of 
the 1956 Ford Motor Company IPO. The 
research for this series has been generously 
funded by Charles Royce of The Royce 
Funds. The Museum’s “Where Are They 
Now?” blog can be found at: wherearethey- 
nowblog.blogspot.com. 
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The Kidnapping Club: Wall Street, 
Slavery, and Resistance on the 
Eve of the Civil War 


By Jonathan Daniel Wells 


Bold Type Books, 2020 
354 pages with notes and index 
$30.00 


MUCH HAS BEEN WRITTEN about slavery 
as a business. But many times, the discus- 
sion is oblique or obscure, buried in the 
dusty account books of brokers, insurance 
companies, shipping companies and the 
like, which have long since ceased to exist. 
The human side of slavery’s connection 
to New York City and Wall Street is less 
well known. 

In The Kidnapping Club: Wall Street, 
Slavery, and Resistance on the Eve of the 
Civil War, Professor Jonathan Daniel 
Wells seeks to change that, with a pain- 
ful story of New York City from 1830 to 
1860. It is a tale of a dirty city, in the thrall 
of slave money and the slave trade. From 
the streets to the state house, New York 
energetically aided and abetted organized 
gangs who relentlessly snatched Black 
men, women and children from their 


homes and the streets, and sold them back 
into enslavement. 

Wells begins with slaves, alone and in 
groups, fleeing the South, some heading 
for New York City. By 1830, the city had 
a vibrant and sizeable Black population. 
Escapees found it a conducive place to 
hide among the large number of free 
Blacks. This situation did not go unno- 
ticed in the South’s market for humans. 
The ostensible banning of the slave trade 
in 1808 had only increased the asset value 
of Black slave labor. As a result, a thriving 
and sinister business arose: white New 
York City freebooters saw the “arbitrage” 
between Blacks living openly in the city 
versus their enslaved value in the South. 
The profits were irresistible. 

Hall introduces readers to David Rug- 
gles, a free Black man living in New York 
City. Ruggles is energetic, educated and 
angry. He exposes the ring of kidnappers 
over and over throughout the 1830s and 
1840s. Through publications, speeches and 
direct confrontation, he calls out who they 
are—most prominently Daniel Nash and 
Tobias Boudinot—and how they operate. 
He attends and makes public the largely 
rubber stamp legal procedures which rush 
the kidnapped Blacks to ships waiting in 
the harbor. 

Ruggles and his allies, both Black and 
white, weren't fighting just the street level 
thugs of an unpoliced, raw New York. 
From Governor William Marcy (as in 
Mt. Marcy, New York’s highest peak) 
to Judge Richard Riker (as in the jail 
island), officialdom was happy to encour- 
age and protect the flow of humans back 
to slavery. New York City, after all, was 
the middleman, the insurer and financier 
of the South’s cotton industry, and slave 
labor was crucial to the cotton indus- 
try’s health. Official New York bent over 
backwards to assuage southern business 
interests. Underpinning this commercial 
loyalty was visceral hatred and bigotry 
expressed in newspaper editorials, politi- 
cal campaigns and civic policy. 

As the country moved towards the Civil 
War in the late 1840s and 1850s, Wells 
wrote, New York became the supplier to 
the illicit—but very active—slave trade. 
Ships were illegally re-fitted in New York 
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to sail to Africa, purchase slaves and trans- 
port them for sale to ports in North and 
South America. The Fugitive Slave Act 
of 1850, another compromise to south- 
ern slave interests, amped up the game, 
requiring law-enforcement officials in the 
North to capture slaves. 

The final sad chapter in this tale takes 
place around the election of 1860. Abra- 
ham Lincoln won in New York State, but 
lost in the city. Mayor Fernando Wood, 
conscious of the danger from southern 
loan defaults, led an effort for New York 
City to secede and arrange its own rela- 
tionship with the Confederacy. Even when 
New York City backed the Union effort 
after the Fort Sumter attack, Blacks were 
made the enemy with scores murdered 
during the awful “Draft Riots” in 1863. 

Disturbing as it may be, The Kidnapping 
Club is a good read. There is some wobbly 
writing in the early chapters, including 
paragraphs that move between decades 
without a clear narrative. More particulars 
(firms, amounts, etc.) on New York City’s 
financial support for cotton interests 
would have filled out the picture. But the 
book starkly evokes a New York of filth, 
both figuratively and literally. The narra- 
tive is propelled by the plight of innocent 
humans caught in an inhuman system. 

Some would say it is easy to be righteous 
from a 190-year perspective: slavery was 
legal in the US South during this period 
and protected by the US Constitution. 
Most whites, and many Blacks, could not 
conceive of racial equality. But the facts 
are that slavery had been argued about 
since the founding of the United States, 
and the slave trade was outlawed in 1808. 
Britain and Mexico had banned slavery 
well before this period, and New York had 
banned slavery in 1827. And, yet, Blacks in 
New York City, runaway and free, were 
snatched from the streets and hustled back 
to enslavement. As a reader, one hopes 
that if living at the time, morality would 
have triumphed over commerciality. $ 


James P. Prout is a lawyer with more 
than 30 years of capital market experi- 
ence. He is now a consultant to some of 
the world’s biggest corporations. He can 
be reached at jpprout@gmail.com. 
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The New Map: Energy, Climate, 
and the Clash of Nations 


By Daniel Yergin 


Penguin Press, New York, 2020 
492 pages, with b/w illustrations, 
notes and index 


FOR A 500-PAGE BOOK entitled The New 
Map, there are precious few maps. The 
ones that do exist are interesting and do 
support the text, but are monochrome and 
a bit parsimonious in detail. 

Perhaps that is praising with faint damns 
this latest discourse by Daniel Yergin, vice 
chairman of IHS Markit, one of the major 
worldwide business-research firms (full dis- 
closure: this reviewer occasionally writes for 
a publication that is a subsidiary of IHS). He 
is also a director on the Council of Foreign 
Relations, the US Energy Association and a 
trustee of the Brookings Institute. 

Overall, the book is intelligent and 
insightful. It is equally approachable by 
a general reader seeking to put the con- 
fusing New World Disorder into some 
context, or by a financial or energy profes- 
sional seeking a broader perspective. Yer- 
gin’s writing style has gotten more casual 
since The Prize: The Epic Quest for Oil, 
Money, and Power (Simon & Schuster, 


BY GREGORY DL MORRIS 


New York, 1991), for which he won the 
Pulitzer Prize. His voice in The New Map 
could almost be called breezy. That seems 
to be the common approach these days 
even in serious non-fiction, but it can be 
off-putting for some. 

For readers focused on financial history, 
there are some illuminating sections, as 
well as a few parts leaving the reader wish- 
ing there could have been further explora- 
tion. Yergin hits his stride early on pages 
28 through 30 in an excellent overview of 
the way that unconventional oil and gas 
development, for which Yergin uses the 
common shorthand of “shale,” has struc- 
turally changed the nature of the energy 
business in North America and the world. 

Yergin also does a good job of pre- 
senting fairly the environmental concerns 
surrounding shale development without 
getting into the hysteria surrounding 
hydraulic fracturing. Conspicuous by its 
absence, however, is any mention of the 
widespread practice of flaring of huge 
volumes of byproduct natural gas, most 
egregiously in the Permian Basin of west 
Texas. That was a missed opportunity to 
examine what appears to be a classic case 
of regulatory capture. 

Still playing to his strengths, Yergin 
moves on to detail the re-emergence of the 
United States as a major exporter of crude 
oil and natural gas and how that devel- 
opment has completely restructured the 
global energy markets. And here is where 
the chattiness and anecdotal tone becomes 
a bit frustrating. 

Yergin was present at the creation as 
all that happened, which makes for excit- 
ing reading. That said, do we really need 
to know who wears double-breasted suits 
and “longish hair”? A few of the fun stories 
could have been omitted in favor of more 
reporting on how global financial markets 
were also realigned to support the replumb- 
ing of North America and the reconfigura- 
tion of the world energy business. After 
pouring hundreds of billions into shale pro- 
duction over two decades, investors have 
finally begun to question seriously the abil- 
ity of the sector to generate free cash. 

Perhaps Yergin’s focus is more on the 
geopolitical side of finance. He provides 
an excellent analysis of the interweaving of 





business, religion, nationalism and energy 
across the Middle East from 1915 to today. 
The section from page 181 to 323 would 
stand alone very well. It is notable for its 
clarity, coherence and perspicacity. 

Yergin also shows courage in reporting 
frankly about Chinese expansionism and 
the recently deposed regime in the US. He 
is careful not to criticize outright, but he 
does cast a bright light on the self-serving 
nature of China’s “Belt and Road” pro- 
gram and its “debt trap” lending to devel- 
oping countries. Similarly, he highlights 
the inherent fallacies of US isolationism 
under the last administration. 

There are also fascinating side stories, 
such as the financial, technical and politi- 
cal efforts to develop offshore gas fields 
in the eastern Mediterranean Sea. Rather 
than one sweeping conclusion, Yergin 
brings each topic to a close in its own 
section. In those his writing shines, get- 
ting less breezy and more sagacious. For 
example, he noted that the post-Cold 
War period characterized by focus on 
Brazil, Russia, India and China shifted to 
the economic and geopolitical effects of 
unconventional oil and gas development 
in North America. That shift he character- 
ized as an evolution from “BRIC to shale.” 

From that high point, the last hundred 
pages of the book seem bolted on. They 
are a sprint through several current buzzy 
topics such as electric and autonomous 
vehicles, and robotics. It’s as if the author, 
or his publisher, felt he had to touch on 
a bunch of other hot issues just to prove 
how timely the book is. None get the same 
depth of treatment or contextual compre- 
hension that are Yergin’s great strengths. 

In all, it’s great to spend a few hours 
with the eminence gris of global energy 
and geopolitics. There is good insight 
and broad context, for which Yergin is 
renowned, and some splendid sections 
even if the whole in this case is a bit less 
than the sum of the parts. $ 


Gregory DL Morris is an independent 
business journalist, principal of Enter- 
prise e& Industry Historic Research 
(www.enterpriseandindustry.com) and 
an active member of the Museum's edito- 
rial board. 
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“Alexander Hamilton was the architect of the 
American financial system that endures to this 
day... Sylla and Cowen provide helpful historical 
context, but they largely let Hamilton’s genius 
speak for itself. From short essays that resemble 
the modern op-ed to legal documents to his 
reports to Congress as Treasury Secretary, the 
book offers a compelling window into Hamilton’s 
visionary thinking on economic matters.” 


—Robert E. Rubin, co-chair emeritus, 
Council on Foreign Relations, 
and former U.S. Treasury Secretary 


, 









on 
Finance, 


Credit. 


and 


“This is undoubtedly a treasure trove for financial 
and public policy geeks, and the book will also 
help lay readers go beyond the hit musical in 
understanding Hamilton’s lasting significance.” 


—Publishers Weekly 


“Hamilton’s writings always impress for their 
clarity of argument and, especially, for their 
prescient vision of the future of the American 
economy. Thanks to Richard Sylla and David J. 
Cowen for reminding us of that.” 


—Ben Bernanke, former chairman of the Board of 
Governors of the Federal Reserve System 
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